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EDWIN WALTER KEMMERER 


Twenty-eighth President of the 
American Economic Association, 1926 


r Kemmerer was born in Scranton, Pennsylvania, June 25, 
| in Princeton on December 16, 1945. He prepared for college 
\cademy, Factoryville, Pennsylvania. After receiving a Phi 

i kev and an A.B. degree from Wesleyan Unive rsity in 1899, he 
nell University for two years as a fe ow. In 1903 he received his 
having served as instructor in economics and history at 
ersity in the interval. His doctoral dissertation was entitled, 
Credit Instruments in Their Relation to General Prices,” a 
helped to equip him for a career as a money specialist. His 
ppointment was as financial adviser to the U nited States Philip- 
ssion (1903-06). He returned to Cornell University as assistant 
Less il economy in 1906, attaining the rank of full professor 
fF 2 he moved to Princeton, where he spent the remainder of 
e . In 1928 he was appointed Walker professor in interna- 
ce see? director of the newly-established international finance 

t Princeton. He retired from active service in 1943. 
Kemmerer served as financial adviser to a number of countries 
\ispheres and formed numerous groups or commissions of ex- 


estigate and report on currency and fiscal reforms. These ac- 
uts in the field of public affairs brought him many honors. 
honorary degrees were granted him by Wesleyan, Occidental. 
Rutgers, Columbia, and by many universities in Ecuador and 
Nonacademic honors and awards came from Colombia, Poland, 
ind Belgium 
Kemmerer became a member of the Association in 1903, served 
07 to 1910 as managing editor of the Economic Bulletin, predeces- 
\merican Economic Review, and was a member of the Board of 
the Review from 1911 to 1913, The title of his preside ntial ad- 
6 was, “Economic Advisory Work for Governments.’ 
Professor Kemmerer’s publications dealt with currency reforms 
ration of monetary systems under the gold and other standards. 
ncompromising advocate of the gold standard and such books 
| BC of the Federal Reserve System and Modern Currency Reform 
ndous vogue. His later life was devoted to the defense of a con- 
based on gold. He was president of the Economists’ Na- 
ittee on Monetary Policy when he died. He had been one of 
; of this Committee in 1933 and one of its most active mem- 


Edwin Walter Kemmerer. prepared by four of his col- 
nceton, was published in the American Economic Review. 
pages 219-221. 


i series of photographs ot past presid: nts of the Association 
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The American Economic Review 


VOLUME XXXIX DECEMBER, 1949 NUMBER SIX 


A THEORY OF DELIVERED PRICE SYSTEMS 


By GrEorGE J. STIGLER* 


The debate over the merits and legality of basing point price systems 
began in the early nineteen-twenties and followed a leisurely course 
until April 26, 1948. On that day the Supreme Court outlawed the 
multiple basing point price system in cement, and the debate now 
became continuous and urgent, and sometimes disingenuous. The 
debate has been unusual in that the participants have commonly used 
the same, relatively undisputed facts to support opposite contentions. 
lhe cross-hauling of products has been interpreted by one party as a 
by-product of innocent competition, by the other party as evidence of 
collusion. The absorption of freight has been used by one party as 
evidence of the desire of firms to compete, by the other party as evi- 
dence of price discrimination. 

If it is true that controversy over basing point prices has sometimes 
manufactured uncertainty, it is also true that uncertainty among 
economists has encouraged the controversy. No economist, so far as I 
know, has yet offered a satisfactory explanation for the appearance of 
delivered price systems. One important branch of the literature. asso- 
ciated with the names of Fetter and Mund and with the Federal Trade 
Commission, argues that basing point prices are simply a device hit 


| “pon by conspiring oligopolists.: The other important branch of the 


literature, in which de Chazeau and J. M. Clark are prominent names, 
argues that the basing point price system is an inevitable or highly 
probable development in industries characterized by heavy fixed costs, 
cyclically unstable demands, and oligopoly. Neither group has ex- 


) plained why this particular system of marketing evolved (rather than 


‘he author is professor of economics at Columbia University. 
t F. Machlup’s recent The Basing-Point System (Philadelphia, Blakiston, 
in this tradition. At several points he also touches on the fundamental 
the theory to be presented in this paper (pp. 165-66, 197, 211-12), as, indeed, 
the writers on the subject. 
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possible alternative systems such as division of territory) nor has 
either group explained why other industries which share the character. 
istics they stress have adopted f.o.b. and other pricing systems. 

If the explanation to be given here is correct, basing point prices 
represent a collusive oligopolistic policy which maximizes the oligop. 
olists’ profits under particular but not uncommon economic and legal 
conditions. I, therefore, accept the positive contentions of both groups 
and seek to reconcile them through a study of the detailed rationale of 
delivered price systems. After a preliminary discussion of terminology, 
the theory of uniform delivered prices will be sketched, tests of the 
theory will then be examined, and finally the major implications of the 
theory for economic policy will be drawn. 


I. Types of Geographical Price Systems 


The price a buyer pays for a delivered commodity may vary con- 
tinuously with the distance of the point of delivery from the point of 
production, or it may vary discretely or not at all (zone price systems). 
The chief forms of price quotation that lead to continuously variable 
delivered prices are: 


a. F.o.b. mill prices. The delivered price at any point equals the 
price at the production center at which the purchase is made plus 
the actual transportation charge to the point of delivery. 

b. Freight equalization. The delivered price at any point equals 
the lowest sum of factory price plus transportation charges from any 
production center, even though the purchase is made at another 
production center. 

c. Basing point. This system differs from freight equalization in 
that not all production centers quote mill prices.* 


These distinctions are quantitative, and not generic. If transportation 
costs are a trifling fraction of delivered prices, all systems of variable 
delivered and zone prices merge.* If there are mill price quotations 


* Professor A. Smithies, who falls in neither group, concluded that the basing po™ 
price system did not in general maximize profits and, indeed, that it was comprehensible 
only under special assumptions whose relevance to the basing point industries was not 
demonstrated and is not obvious. See “Aspects of the Basing Point Price System, 
Am. Econ. Rev., Vol. XXXII, No. 4 (Dec., 1942), pp. 705-26. . 

*If one does not wish to treat importation points as production centers, a seo 
general difference is that not all points of mill price quotation are production centers 

‘Zone prices will also emerge in a continuously variable delivered price syste™ , 
transportation costs do not vary continuously with distance: for example, in the #* 
‘thirties Douglas fir had the same transportation cost from the Pacific Northwest toe 
points north of the Ohio River and east of Chicago, so equality of price in this res 
was consistent with f.o.b. mill pricing. Such exceptions are eliminated if we define distatice 
as economic distance. 
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(basing points) at all important production centers, the distinction 
between freight equalization and basing point prices is unimportant. 
If the price at one mill is equal to that at the nearest mill plus trans- 
portation cost, the former price is non-effective and a basing point 
system is achieved. The fundamental distinction is between f.o.b. mill 
and delivered price systems when freight costs are an appreciable frac- 
tion of price, and we proceed now to establish analytical criteria for 
this distinction.* 

Consider first the common situation in which there are two or more 
firms at a production center. A firm at this center can increase its sales, 
relative to what they would be i: the firm adhered to the same f.o.b. 
mill price as its rivals, by two types of price reductions: first, by price 
reductions within the natural territory of the center (say that defined 
by stable f.o.b. mill prices); and second, by absorbing freight in order 
to enter other production centers’ territories. If the firm makes price 
reductions (reductions in mill-net prices) only or chiefly by absorbing 
freight, and never or seldom by reducing prices to customers in its 
natural territory, it is practicing what I shall term systematic freight 
absorption. If the firm frequently uses both price reductions within its 
territory and freight absorption, I shali term its behavior competitive. F 
If the firm seldom makes either form of price reduction, it is presum- 
ably a participant in an agreement to divide the market and fix the 
price. 

If there is only one firm at a production center, it can take sales 
from other firms only by invading their natural territories. The preced- 
ing argument still applies, but it must be restricted to the sales in areas 
where two or more firms are selling: it is difficult to define competi- 
tive behavior in areas where there are no competitors. The hypothetical 
example in Table I will illustrate this case. If Firm I practices sys- 
tematic freight absorption, its mill-net price declines as it makes sales 
beyond its natural market limit (F); in the area of overlapping sales 
(say D to H) the only form of (mill-net) price reduction is through 
freight absorption. If the firm behaves competitively, it will reduce the 
delivered price at points where its mill-net price is highest (D to F in 
our example) in order to take sales away from Firm II, before it 
begins absorbing freight to enter H’s natural territory; so in the area 


© price systems will not be discussed; see, however, note 15, below. 
__it would be inexplicable if the firm reduced its price (relative to that of its rivals) 
within its territory and yet failed to absorb freight on some sales. 

If the firm 1 behav es competitively, on the above definition, its prices are indistinguishable 
0.5, mill prices. This definition of competition is identical with that of the neo- 
‘ theory if the latter is amended (as it should be) to incorporate the fact that 

mpletely centralized exchanges the competitive firm sells at different prices 
ustomers in a period of price change. 
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of overlapping sales, I’s mill-net price will not vary Systematically with 
the point of sale. 

Both situations—one and several firms at a production center—cap 
be summarized in one definition of systematic freight absorption 
A firm is practising systematic freight absorption if, at the consuming 


TABLE I.—NUMERICAL EXAMPLE OF SYSTEMATIC FREIGHT ABSORPTION 
(mill prices: $50.00) 


Conpumption Transportation Costs from Delivered Mill-Net Prices 
Firm II Firml | Fimll 
A $ 0 $10 $50 | $50 $40) 
B 1 9 51 50 42 
Cc 2 52 44 
D 3 7 53 50 46 
E | 4 | 6 54 50 48 
F 5 5 55 50 50 
G | 6 4 54 48 50 
H | 7 3 53 46 50 
I 8 2 52 44 50 
J | 51 422 | 50 
K 10 0 50 40 50 


points where it and one or more rivals are making sales, its mill-net 
price varies with the distance of the consuming point. 

Systematic freight absorption occurs only under oligopoly. It in- 
volves price competition at the point of production and is therefore 
inconsistent with substantial competition: the mill-net price of a firm 
is less'on sales made at delivered prices set by other mill prices (price 
bases) than on sales made on its own mill price, and under competition 
the firm would sell only or chiefly in the higher mil!-net area.’ Nor 
would a monopolist with spatially separated plants practice systematic 
freight absorption, for this would be irrational price discrimination 
He would be varying his mill-net price, not in accordance with the 
elasticity of the buyer’s demand, but on the basis of the selection 0! 
the plant from which to ship the order. 

The desirability of this definition of systematic freight absorption 
(and the implicit definition of delivered price systems) must be judged 
by its usefulness. The definition clearly suggests that the formal method 

"This is seldom disputed except in partisan arguments, and then only with astonishing 
implicit definitions of competition. One all-too-common definition of competition in 
context is the policy of maximizing profits! For example, “As has been pointed out, mi» 
at a considerable distance from a basing point have a freight advantage over other mus 
in selling to buyers in the territory around their mills. They behave competitively and 
naturally when they charge their customers a price which realizes that advantage. Us. 


Steel Corporation, The Basing Point Method of Quoting Delivered Prices in the Stee 
Industry, T.N.E.C. Monograph No. 42, p. 66.) 
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of price quotation is insufficient to classify an industry’s geographical 


price system, and this is a source of difficulty in testing theories to 
which we shall return. 


II. A Theory of Delivered Prices 


The following analysis is restricted to industries in which (1) trans- 
portation costs are a substantial fraction of delivered price for many 
customers; (2) there are few firms (or few large firms) at a produc- 
tion center; and (3) these firms wish to (or are compelled to) collude. 
lhe firms in these industries must solve two problems: how to divide 
sales among the firms at each production center;* and how to divide 
sales among production centers-——in such a way as to maximize the 
industry’s profits. 

The distribution of sales among firms at a production center must be 
on a non-price basis if mutually unprofitable price rivalry is to be 
avoided: the simplest legal solution of this problem would be to use 
f.o.b. mill prices and rely upon non-price competition to divide sales 
among firms.° Any delivered price system is slightly inferior for this 
purpose because it requires additional calculations and therefore gives 
rise to additional errors and sources of misunderstanding among the 
firms. There have been many quarrels in the basing point price indus- 
tries over rounding off numbers at different decimal points, the uncer- 
tainties of land-grant freight rates on purchases by the federal govern- 
ment, trucking and water transportation, etc. But the inferiority of the 
delivered price system is only slight. 

The second problem, the division of sales among production centers, 
could also be solved by f.o.b. mill prices,*° were it not for one char- 
acteristic of demand, which on our theory is the fundamental require- 
ment for a uniform delivered price system. This characteristic of de- 
mand is that it is geographically unstable, i.e., the proportion of na- 
tional or regional sales made in each consumption center is subject to 
substantial fluctuations. If a production center were to make all its 
sales within a given area, it would often be in a state of feast or famine 
relative to the industry. 

With an unstable geographical pattern of demand, f.o.b. mill pricing 


Our primary interest is in the case where there are two or more firms at each of the 
mportant production centers becav'se this appears to be more important empirically. It 


> one of the minor mysteries of the basing-point literature that almost all the analysis 
’S Deen devoted to the case where there is only one firm at each production center. 
, Several illegal systems, such as quotas or a joint sales agency plus quotas, might be 
nd nore eificient. In the markets for homogeneous raw materials, however, non-price com- 


n is not likely to become very expensive. 


y division of market areas—which indeed would be the effect of a stable system 
Lil prices. 
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would have one of two consequences in industries making non-storeable 
products. The firms at a production center might maintain stable prices 
(relative to other production centers), and then fluctuations in their 
rate of output would be large.** Not only would this unstable rate of 
production raise the costs of producing given outputs, but it would put 
a severe strain on the agreement among the firms: some firms would be 
losing money while other firms (perhaps multiple-plant firms with a 
plant in the same production center) were prospering. Or, alternatively, 
the price at the production center would fluctuate in response to 
changes in demand: rising high in feast periods to attract output from 
other production centers; falling low in famine periods to permit sales 
in other territories. This sort of unpremeditable flexibility of mill prices 
would make it extremely difficult to maintain collusion among firms at 
the production center, and even more difficult to maintain collusion 
between firms at different production centers. 

These objections to f.o.b. mill pricing lose some weight if the product 
is storeable. Then stable rates of production may be reconciled with 
unstable rates of sale, through inventory adjustments. Yet inventory 
adjustments are not likely to eliminate the problem. If the product 
comes in many sizes and qualities, inventories would have to be enor- 
mous: for example, the specifications for steel products are so various 
that inventories do not provide a feasible method of meeting local 
fluctuations in demand.** The method of inventory adjustment is com- 
pletely satisfactory only if fluctuations in the geographical pattern of 
demand cancel out quickly.** 

If collusion could be complete—if the practices of a monopolist could 
be adopted—f.o.b. mill pricing would still be possible. The oligopolists 
could establish a joint sales agency, which would refer each order to the 
firm whose rate of production and distance from the buyer made it 
the most profitable source from which to fill the order. The group 
could compensate firms whose outputs were small in a given period at 
the cost of firms whose outputs had been large. A joint sales agency, 
however, is as easily detected as it is illegal under our antitrust laws. 

Systematic freight absorption provides a satisfactory solution to all 
these problems. There is a single price at each point in the market (1! 

™ At times the output of the production center would have to be impossibly large: fo" 


example, some large Western construction projects simply could not have been supplité 
within the permitted time by Western steel and cement capacity. 

“It is interesting to notice that the cement industry considers its product to be 
perishable; see Argument of George S. Leisure (New York, Grosby Press, 1942), PP 
77-78. 

“If the aggregate demand for the product of the industry is also cyclically unst 
there is an additional objection to the method of inventory adjustment. Inventories ran 
be accumulated in regions in which recession first occurs, in the belief that this recessio” 
is an instance of geographical instability. 
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transportation charges are agreed upon), so price rivalry is eliminated. 
One production center can sell in the “natural” territories of other 


production centers when this is necessary to obtain its share of the 
industry’s sales; these distant sales involve freight absorption, more- 
over, and are therefore partly self-limiting. The various prices need not 
change often, so collusion is possible. Given the unstable geographical 
pattern of demand and the antitrust laws, systematic freight absorption 
permitted efficient collusion. 

Cross-hauling (simultaneous and geographically overlapping ship- 
ments from various production centers) is commonly held to be an im- 
portant by-product of systematic freight absorption. It is difficult to see 
why cross-hauling should arise because of the inherent nature of the 
system: production center A will be selling in the area of production 
center B only when it cannot sell its share of the industry’s sales in its 
own area, and, therefore, when B will not be selling in A’s territory. 
Some cross-hauling will occur because of the variable time interval 
between orders and deliveries; this type of cross-haul would also exist 
under competition and probably under monopoly. Some cross-hauling 
will also occur because of the desire of firms to keep sales agencies in 
important markets, and this type of cross-haul (with more shipping of 
products and less of salesmen) is attributable to oligopoly. One would 
not expect cross-hauling to be a major waste under systematic freight 
absorption, however, and there is no empirical evidence that contra- 
dicts this expectation.** This is not to say that a system of distribution 
designed to insure a stable share of total sales for each production 
center will be efficient from the social viewpoint, for it will not be. 

The choice by the industry between freight equalization and a basing 
point system will be determined primarily by the nature of the produc- 
tion centers. If the production centers are well separated, freight equali- 
zation is simple and satisfactory. If production centers are spread out, 
so the firms at a center are not equi-distant (in terms of transportation 
costs) from the important consumption centers, a basing point system 
will eliminate numerous minor complexities that would arise under 
ireight equalization. The distinction betwen the two systems, however, 
is less significant and durable than that between f.o.b. mill and de- 
livered prices.?® 
~ Some writers use “cross-hauling” to describe all wastes in transportation (given the 
‘ocation of the mills); see Federal Trade Commission, Price Bases Inquiry (Washington, 
1952), Chap. VIII. The issue is largely terminological, but the measures of the un- 
ec ege movement of goods—it was assumed by the Federal Trade Commission that 
adsorption measures this movement—are seriously deficient. 

“The theory will not be elaborated to consider plant location. number of price bases, 
inter-base differentials, etc. In general, the more unstable the geographical pattern of 


demand thus 2 ‘ 7 
tema 1 the few er will be the production centers (since each firm will locate where it can 
se) In Many territories) and the fewer will be the base prices. Single base prices will be 
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TABLE II.—Contract AWARDS FOR REINFORCING STEEL Bars, 1936+ 


(in tons) 
Quarter 
Region and State | 
| First | Second | Third Fourth 
Northeastern States 
Connecticut | 750 | 750 100 660 
Maine 0 0 200 | 0 
Massachusetts 1,276 2,005 2,908 | 3,315 
New Hampshire | 0 | 0 100 | 0 
New Jersey 1,760 | 1,755 | 2,826 | 2,27 
New York | 15,340 | 4/200 | 4,169 
Pennsylvania 6,400 | 5,700 | 425 950 
Rhode Island 1,010 | 500 100 
Vermont | 0 0 150 240 
North Central States | 
Illinois 10,768 6,406 13,670 5,755 
Indiana | 700 | 920 | 1,325 800 
Iowa 0 0 0 625 
Kansas | 1,700 350 0 | 0 
Michigan | 3,150 0 600 | 400 
Missouri 2,855 925 | 1,375 750 
Ohio 650 | 2,950 | 715 
Wisconsin 945 1,550 985 653 
Western States 
Arizona 525 528 0 0) 
California 43,874 31,901 30,185 20,039 
Colorado 1,128 8,412 4,343 7 356 
Idaho 122 0 125 518 
Montana 15,891 726 3,575 152 
Nevada 100 | 681 0 502 
New Mexico 197 697 0 1,255 
Oregon 100 1,315 0 124 
Utah 0 | 0 o | 280 
Washington 4,509 2,282 706 117 
Wyoming 357 389 597 0 
Southern States 
Delaware 0 250 0 0 
Kentucky 0 750 500 0 
Maryland 2,700 0 0 0 
Tennessee 0 0 300 0 
Washington, D.C. 2,500 0 1,365 0 
West Virginia 0 0 360 0 


* Compiled from Jron Age, 1936. 


used when a single production center is so large that it must often sell in every te 
and other production centers are accordingly so small that they seldom need to sell to 
past the dominant production center. (Obviously, if almost all production takes place a! 
one center, there can be no systematic freight absorption or, for that matter, @ problem 
of geographical prices.) Geographically unstable demand may lead to zone price: © 
transportation costs are not uniquely determinable; some of the late nineteenth centur) 
pools may be examples. 

The system of formula differentials between prices of multiple products prov! 
analogies to systematic freight absorption. 
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III. Testing the Theory 


We shall briefly discuss tests of the foregoing theory that create some 
presumption for its validity and then suggest further tests which have 
not been carried out. 

Industries providing materials for large construction projects are 
likely to have geographically unstable demands; indeed this expecta- 
tion gave rise to the theory. A sample investigation of contract awards 
for reinforcing steel bars, summarized in Table II, amply confirms 
the expectation.’® The instability is more clearly brought out by the 


laste II].—PERCENTAGES OF UNITED STATES CONTRACT AWARDS FOR REINFORCING 
STEEL Bars IN LEADING CONSUMING StATEs, 1936 


Quarter 

First | Second Third Fourth 

Colifersia 36.8 42.3 | 36.8 | 37.8 
( 11.2 5.4 13.9 
Titnois 9.0 8.5 16.7 10.9 
Massachusetts 1.1 6.3 
Montana 13.3 1.0 4.4 an 
New York 12.9 5.6 17.2 | 7.9 
7.6 oa 1.8 


| 
| 


percentage distribution of contract awards among the important con- 
suming states (Table III).** The longer-term instability of demand is 
also implicitly illustrated by these tables: for example, California con- 
sumed aimost four-tenths of the bars but had less than one-fifteenth of 
the industry’s capacity to produce bars, while the chief producing states 
Pennsylvania, Ohio, and Illinois) consumed relatively little.** 

[t was argued above that f.o.b. mill prices would have to be very 
flexible relative to one another in order to reflect the shifting locus of 
demand and thus permit the sales areas of production centers to expand 
and contract—so flexible, in fact, as to make collusion impracticable. We 
may test this view by a comparison of prices in a period of f.o.b. mill 

"The data exaggerate the short-run geographical instability of demand because they 

clude only contracts for 100 or more tons, which are no doubt less stable geographically 

n the smaller orders. The awards cannot be compared accurately with total production 


ecause of the unknown time lags in filling orders, but it appears that about 35 per cent 
' total sales in this period are accounted for by these contracts. 

‘Monthly contract awards, of course, show much greater instability. The correct time 
ned for our theory will vary with the industry (being longer if inventories are possible) 
anc with the variance of the time interval between orders and deliveries. It is interesting to 
notice that the California tonnages become much more erratic if the quarters are shifted 
ack one week: 41,351; 15,969; 46,360; and 21,804 respectively. 

. See Dire tory of the Iron and Steel Works of the United States and Canada, 1938 
‘ew York, American Iron and Steel Institute, 1938), p. 441. 
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pricing with those under basing point pricing (Table IV). Unfortunat 

ly, the same commodities cannot readily be used for both periods “a 
each seems representative of its period for the question in hand: in 
both pe:ods the demand for steel was rising. The comparison js quali 
fied by the unknown amount of collusion in the earlier period and by 


TABLE IV.—ComPaRrISON OF STEEL Prices In THREE MARKETS 
1898-99, 1939-40 


1898-99 1939-40 
— Steel Billets Steel Bars 
Pittsburgh 
Possible price changes 51 103 
Price changes 27 1 
Philadelphia 
Possible price changes 51 103 
Price changes 38 1 
Chicago 
Possible price changes 48 103 
Price changes 21 1 
Pittsburgh-Philadelphia Differential 
Possible changes in differential 51 103 
Changes in differential 39 0 
Pittsburgh-Chicago Differential 
Possible changes in differential 48 103 
Changes in differential 34 0 


* Based on Tables A and B, appendix. 


the uncertainty of the significance of quoted prices in both periods. 
Nevertheless, the prediction of the theory is dramatically confirmed as 
to both the frequency of price changes with f.o.b. mill and basing point 
prices and the stability of differences between prices at different pro- 
duction centers.” 

Still another type of test of the theory is provided by changes in the 
behavior of basing point price industries in periods when the demand 
for their products is geographically stable: the theory predicts that 
systematic freight absorption will diminish. Steel has had such a demand 
stability in the postwar years because the industry has been practicing 
non-price rationing of buyers: the individual plant can sell all it wishes 
at its mill-net price. The prediction of the theory is fully confirmed: 


* Billets had a much broader market in the earlier period, when vertical integration 
had not progressed so far. 
* The collusive character of inter-base price differentials in the later period is show® 
in detail by de Chazeau; see D. R. Daugherty, M. G. de Chazeau, and S. S. Stratton 
Economics of the Iron and Steel Industry (New York, McGraw-Hill, 1937), Vol. 2 
Chap. XIII. 
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Since the war almost all mills have stopped selling some products in certain 
distant markets and some mills have withdrawn on all products from some 
areas. ...- 

In today’s seller’s market it is actually possible for a steel company to reduce 
its freight bill in the face of rising freight rates by careful choice of 
customers and market areas... . 

Other f.o.b. mill sales are less obvious but it is known that some customers 
have been able to buy on f.o.b. mill pricing where it was a case of no dis- 
crimination; where the customer realized he was outside a mill’s present 
market area and specifically asked for an f.o.b. mill price so as to get steel. 
Not all mills will sell this way.”* 


The practice of quoting an arbitrary Detroit base was also abandoned.” 

The instability of the geographical pattern of demand in cement has 
been emphasized by the industry,”* and it is documented by the geo- 
graphical instability of concrete paving work and large construction 


projects.” 


Our theory predicts that in industries with unstable geographical 
patterns of demand, the relative distribution of production among pro- 
duction centers will be more stable than the relative distribution of con- 
sumption under a basing point price system, whereas the two distribu- 
tions would be about equally unstable with f.o.b. pricing.** Were it not 
for the merging of the market areas of individual mills in the reports 
of the Bureau of Mines (no doubt because of disclosure prohibitions), 
it would be possible to compare exactly the relative stability of con- 
sumption and production in each mill area. The best that can be done 
with the published data is to make such a comparison for certain 
adjoining states (Illinois, Iowa, Kansas, and Missouri).** The per- 
centage of aggregate production and consumption (in the four states) 
has been calculated for each state for the period 1921 through 1940, 


“Tron Age, May 13, 1948, pp. 119-20; see also New York Times, December 6, 1947, 
p. 23. 

“Jones and Laughlin withdrew sheets and strip, and Republic and Carnegie-Illinois 
withdrew alloy bars, from the Detroit arbitrary base, Iron Age, May 13, 1948, p. 120. 
Br See Aetna Portland Cement Company et al. v. Federal Trade Commission, in the 
United States Circuit Court of Appeals of the Seventh Circuit, October Term, 1945, 
Appendix A to Brief of Respondents-Petitioners, pp. 80 ff. 

“For data on city and state paving (in which one-fourth of all cement is normally 
used), see annual issues of Cement and Concrete Reference Book. 

* Provided the inter-base price differentials were stable, as they appear to have been 
in cement; see Federal Trade Commission, Cement Industry (Washington, 1933), Exhibit 
Tables 9 and 10. 

._. Each of the states has four to six mills. Indiana is not reported separately; this 
Gistorts our analysis because it is the leading source of the Chicago market (indeed an 
Indiana mill is the base that sets the Chicago price). See annual issues of Minerals 


Yearbook 
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and the coefficients of variation of these percentages are tabulated 
below: 


Coefficient of Variation | 
State Per Cent of Aggregate Per Cent of Agareeate 
Production Consumption 
Illinois 7.5 11.0 
Iowa 12.2 19.6 
Kansas 12.7 20.4 
Missouri 5.3 15.1 


In each state relative consumption was more variable than relative 
production, as the theory predicts. 

Our theory makes collusion a requirement for a delivered price 
system. In industries where there are few large firms, collusion 
(whether tacit or overt) or coercion is usually more profitable to every 
large firm than price competition. Therefore, however proper the legal 
principle that the defendant is presumed to be innocent of conspiracy, 
it has no place in economics. Indeed the presumption is the opposite: 
it is more appropriate for the economist to ask why oligopolists com- 
pete as often as they do. 

In the cement and steel industries, the evidences of overt collusion 
are ample. The basing point price system was put on a firm basis in 
the steel industry under Judge Gary’s iron-hand-in-velvet-glove regime 
and it was greatly strengthened under the N.R.A. The testimony in the 
cement case contains many instances of overt collusion. Foreign ex- 
perience in these industries reinforces the conclusion that collusion is 
necessary to delivered price systems. The German cement industry was 
on a f.o.b. mill price system until a cartel was formed, after which it 
used delivered prices.** The German steel cartel used a basing point 
system,”* and the English steel industry abandoned f.o.b. mill pricing 
for a delivered price system in the nineteen-twenties, after amalgama- 
tion and federation had proceeded far.” 

The bituminous coal industry supplies some excellent illustrations 0! 


*K. Ehrke, Ubererzeugung in der Zement Industrie von 1858-1915 (Jena, Gusta’ 
Fischer, 1933), pp. 14-15, 161. 

*See Die Deutsche Eisenerzeugende Industrie, in Ausschusz zur Untersuchung der 
Erzeugungs—und Absatzbedingungen der deutschen Wirtschaft (Berlin, E. S. Mittler 
1930). A joint sales agency was used, but the collusion was not complete. Each of the large 
firms maintained a sales organization because, in the words of F. Thyssen, “one fine day 
the cartel could go up in air .. .” (ibid., p. 315). 

*See D. L. Burn, The Economic History of Steelmaking, 1867-1939 (Cambridge, 1940 
p. 377. 
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the role of collusion.*° In the United States, coal was sold f.o.b. mine 
when the industry was not regulated; under the National Bituminous 
Coal Act of 1937, delivered prices were set and limited freight absorp- 
tion was permitted and in some circumstances phantom freight re- 
quired.’ In Great Britain the development was parallel: f.o.b. mine 
prices were used before the compulsory cartelization of 1930; there- 
after the industry moved toward a delivered price system.** The highly 
developed Rhenish-Westphalian syndicate was able to act like a 
monopolist for it had control over the marketing of ail coal in the 
“uncontested” areas, and it set f.o.b. mine prices.*° 

Delivered price systems have been alleged or shown to exist in cast 
iron pipe;** rigid steel conduit;** various kinds of lumber;** copper, 
lead, and zinc;*’ plaster and lime;** plate glass; *° floor and wall tiles,*° 
and numerous other industries.** Some of these industries very prob- 
ably have unstable geographical patterns of demand, for example, cast 
iron pipe, rigid conduits, and building materials.** In other of these 


‘The geographical pattern of demand for coal is apparently much more stable than tnat 
f steel and cement, but this is offset by the greater density of producing centers. On the 
n Germany, see Johannes Schréder, Der Absatzraum der Ruhrkohle (Gieszen, 
it, 1929). 
*R. H. Baker, The National Bituminous Coal Commission (Baltimore, Johns Hopkins 
niversity Press, 1941), pp. 140-41, 157, 193-94. 

“See the annual survey numbers of the Jron and Coal Trades Review, for example, 
January 15, 1937, pp. 90-91; January 21, 1938, pp. 82-83. 
‘See J. H. Jones, G. Cartwright, and P. H. Guenault, The Coal-Mining Industry 
ndon, Pitman and Sons, 1939), pp. 274-75. The Belgian cartel used a multiple basing 
joint price system (ibid., pp. 227-28). 

‘Clair Wilcox, Competition and Monopoly in American Industry, T.N.E.C. Monograph 
l, p. 157. 

lriangle Conduit and Cable Co. v. Federal Trade Commission, 168 Fed. 2d 175 (1948). 
' T.N.E.C. Monograph No. 33, Geographical Differentials in Prices of Building Materials, 
ip. XLT; A. R. Burns, The Decline of Competition (New York, McGraw-Hill, 1936), 


\. Fetter, The Masquerade of Monopoly (New York, Harcourt Brace, 1931), 
XI\ 

‘T.N.E.C. Monograph No. 33, Chaps. IV, VII. 

US. Tariff Commission, Plate Glass, Report 110, Second Series (Washington, 1936), 


= Tariff Commission, Earthen Floor and Wail Tiles, Report 141, Second Series 
shington, 1941), pp. 86 ff. 

s also some evidence of the equivalent of delivered price systems on the buying 
n the cottonseed industry (Federal Trade Commission, Report on Cottonseed Industry 
enate Doc. 209, Part 13, 71st Cong. 2d Sess.], esp. pp. 15,823 ff.) and in the buying 

rude petroleum and iron scrap. 
i¢ wire rope industry also shares this demand characteristic; see Study of Pricing 

Hearings pursuant to S. Res. 241 [the so-called Capehart Committee], pp. 


| 
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industries it is doubtful that freight absorption is systematic. The one 
industry in which it seems probable that the geographical pattern of 
demand is stable and yet delivered prices are adhered to is beet sugar: 
I have not been able to establish definitely that it is an exception.“ 
Other tests of the theory, which have not been undertaken, can easily 
be suggested. Pig iron was sold f.o.b. mill before the N.R.A., there. 
after, it was sold on a basing point system. According to our theory. 
this change is due to increasing oligopoly or increasing instability of 
demand. It is said that cement was sold f.o.b. mill on the Pacific Coast: 
if true, this case has similar implications to be tested. 
The most general and satisfying test would be provided by a general 
measurement of the geographical instability of demand in oligopolistic 
industries, which could be compared with the pricing practices of these 
industries. If the industries with relatively unstable geographical de- 
mand patterns used chiefly delivered prices, and those with stable 
geographical demand patterns chiefly f.o.b. mill prices, it could not be 
doubted that the theory contains a large element of the correct solution. 
This test does not seem feasible with the data now published. The 
most promising source of information on demand patterns is the quar- 
terly reports on terminations of classes of railroad freight by states.“ 
Unfortunately, this series does not extend back of 1940 (except by 
broad geographic areas); it lumps together wide classes of commoci- 
ties; and often the state is too large a unit. The other serious problem, 
already referred to, is the inconclusiveness of the formal method oi 
price quotation. The data necessary to measure the geographical in- 
stability of demand and the extent of systematic freight absorption 
exist in the sales ledgers of the firms, to which the academic investi- 
gator cannot always obtain access. 


“In copper, for example, the existence of a single basing point is doubtful. Most 
refineries are near New York, most consumers in New England. “The quotation is almost 
always on a delivered basis—that is, the seller pays the freight to the buyer's plant 
Sellers are willing to sell f.o.b. refinery, however, should the buyer so desire.” E. H. Robie, 
“The Marketing of Copper,” Engineering and Mining Journal-Press, April 21, 1925, pp 
704-9, quotation at p. 707. 

“Corn sirup is also mildly troublesome. It was long quoted on a single base (Chicago). 
The geographical pattern of demand appears to be stable, at least in the short run. One 
is tempted to explain the single base by the geographical concentration of production 2n¢ 
consumption. Over half the corn sirup is made in Illinois and most of the remainder in 
neighboring states. The chief demand for corn sirup is in candy and confectionery, 4° 
30.5 per cent of the candy was made in Illinois in 1939 and only 8.2 per cent in all the 
other states producing large amounts of corn sirup. (See Census of Manufactures, 19° 
The Chicago base price therefore involved only a small amount of irrational (profit-reduc- 
ing) price discrimination, and simplified the price structure. 

“Interstate Commerce Commission, Tons of Revenue Freight Originated and Tom 
Terminated in Carloads by Groups of Commodities and by Geographic Areas (Statement 
No. Q-550 [S.C.S.]). 
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IV. Conclusion 


If our theory of delivered prices is correct, we may easily dispose of 
the chief criticism that is made of the cement decision: that it will 
divide the nation into many local monopolies. Quite aside from the fact 
that this statement is wholly ambiguous (in that it tells us nothing of 
how strong these local monopolists will be), it is simply wrong because 
it overlooks the normal instability of demand in these industries. The 
individual plant cannot operate efficiently with an unstable demand in 
the area of its production and must therefore frequently invade other 
plants’ areas. 

The immediate effect of f.o.b. mill pricing in a period of non-price 
rationing is of course to increase the revenues of firms which have been 
absorbing freight.** With the restoration of price rationing and the 
customary geographical instability of demand, f.o.b. mill pricing will 
require a flexibility of prices that will often be beyond the reach of 
colluding oligopolists, so we may expect more frequent outbreaks of 
price competition. A period of increasing price competitiun may lead to 
either further mergers or alternative forms of collusive marketing, or 
to increasingly competitive behavior of these industries. The relative 
probabilities of these two outcomes depend chiefly on other and more 
fundamental elements of our antitrust policy than the prohibition of 
price discrimination. 

“The steel industry also raised its mill prices at the time it shifted to f.o.b. mill 


pricing: semi-finished products rose 10 per cent and finished products 20 per cent from 
May to July, 1948 (Steel, January 3, 1949, p. 303). 


5 
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APPENDIX 
TaBLe A.—PRIcE OF STEEL BILLETS AT PHILADELPHIA, PITTSBURGH, AND CHICAGO, 1898-9 
(per ton) 
Price Excess over Pittsburgh Price 
Pittsburgh Philadelphia Chicago Philadelphia | Chicago 
1898 July 6 | $14.50 | $16.50 $16.25 $2.0 
13 14.50 16.50 16.25 2.00 1 
20 14.50 16.50 15.75 2.00 ; 
27 14.50 16.50 15.75 2.00 1 
August 3 14.50 16.25 15.75 1.75 4.25 
10 15.25 17.00 16.00 1.75 75 
17 15.90 18.00 16.50 2.10 
24 16.00 17.75 16.50 1.75 
31 16.00 17.75 17.00 1.75 
September 7 16.00 18.00 17.50 2.00 
16.00 7.75 17.50 1.75 
21 16.00 18.00 17.00 2.00 
28 16.00 17.75 17.00 1.75 
October 5 15.75 17.75 17.00 2.00 
12 15.50 17.75 17.00 2.25 
19 15.50 18.00 17.00 2.50 
26 | 15.50 17.75 17.00 2.25 
November 2 15.15 17.25 17.00 2.10 
9 15.00 17.25 17.00 2.25 
16 14.85 17.00 17.00 2.15 
23 15.25 17.00 17.00 1.75 
30 | 15.25 17.00 17.00 1.75 
December 7 15.50 17.25 17.00 1.75 
14 16.00 7.25 17.50 1.25 
21 16.00 17.35 1.35 
28 16.25 18.50 17.50 2.25 
1899 January 5 16.25 18.55 17.50 2.30 
11 16.50 18.90 18.25 2.40 
18 16.50 19.50 18.50 3.00 
25 17.25 19.10 18.50 1.85 
February 1 17.25 19.25 18.50 2.00 
8 17.25 19.50 18.50 2.25 
15 18.00 20.50 20.00 2.50 
22 19:50 | 22.00 | 21.00 2:50 
March 1 22.00 24.00 23.0€ 2.00 
x | 23.50 25.50 23.50 2.00 
15 25.50 26.00 24.00 .50 
22 25.50 26.00 25.50 50 
29 25.00 26.50 25.50 1.50 
April 5 25.00 28.00 25.50 3.00 
12 25.50 27.50 25.50 2.00 
19 25.50 27.50 25.50 2.00 
26 25.50 | 28.00 | 25.50 2.50 
May 26.00 | 27.50 | 25.50 | 1.50 
10 26.00 28.50 7.50 2.50 
7 27.00 29.00 28.00 2.00 
24 28.00 29.7 | 28.50 1.75 
| 
June 1 29.00 30.50 1.50 
8 30.00 | 31.00 32.00 1.00 
14 31.50 31.50 32.50 0. 
21 1.50 34.00 34.00 2.50 
28 31.50 34.00 2.50 
® Compiled from Iron Age. 


= 
| 
| 
| 
| 
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(per pound) 


| 
| 
225 | 3.87 | 
26 | | 
23 2.15 2.47 2.15 
| | 
215 | 2.47 2.15 


from Steel; no price changes in unreported weeks. 
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Pittsburgh | Philadelphia} Chicago | Philadelphia | 


Price OF STEEL Bars AT PITTSBURGH, PHILADELPAIA, AND Cuicaco, 1939-40* 


Excess over Pittsburgh 
Price 
Chicago 


0. 


Price 

May 13 0. 
Ma 20 0. 

| | 

} 

} 
Vecember ae 0. 
ber | 0. 

* Compiled 


THE PROBLEM OF CAPITAL ACCUMULATION 


By Ernest H. STERN* 


I 


The net investments of each year, that is the net additions to the 
stock of durable equipment capable of producing goods or services, add 
to our productive capacity and, generally, to output. That growth re. 
quires that income, the measure of demand, should grow along 
with net investment if the existing balance between total supply and 
total demand is to be maintained. Credit is due to Professor Evsey D. 
Domar for having directed attention to the dynamic effect of invest- 
ment.’ If the net investments (1) of each year are a per cent of the 
output of that year, and their capacity to produce were s per cent of 
the net investments of each year, our total capacity to produce and, if 
all the capital stock were employed, our total output would rise at an 
annual rate of as per cent. The Keynesian thesis, on the other hand, 
made any increase of income dependent on, and corresponding with, an 
increase of investment over the investment in the preceding period. 
According to that thesis, the income and therewith total demand grows 
at the rate of KAca per cent where K is assumed to be a fairly stable 
factor dependent on the consumption and saving habits of a society. 
From the Keynesian thesis it follows that if Aa is zero, income will not 
rise, although a and therewith as may be quite substantial, while from 
Domar’s thesis it follows that output capacity and possibly output cot- 
tinue to rise, because a and s remain positive magnitudes, though they 
may not increase and may even decline. If both theses were unequivocal, 
the economy would be forever under the threat of the output capacities 
outrunning income and total demand. 

This fear has haunted Domar in his article on “The Problem of Cap- 
ital Accumulation” in the December 1948 issue of this Review. In this 
article he poses two main questions, viz.: (a) Whether income can rise 
at the rate of as, and (b) If it can, whether it will so rise. 

He maintains that the failure so to rise would render capital accum- 
lation excessive, deter further investment and thereby cause unet 
ployment. Domar is in doubt whether income can rise at the rate 0! 


* The author is economist of Union Corporation Ltd., London, England. 
*“Capital Expansion, Rate of Growth and Employment,” Econometrica, Vol. 14, No : 
(Apr., 1946), pp. 137-47. “Expansion and Employment,” Am. Econ. Rev., Vol. XXXVI 
No. 1 (Mar., 1947), pp. 34-35. 
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.- js therefore pessimistic as to the maintenance of full employment, 
but confesses that he can give no clear answer. He raises the question, 
but hardly examines it. However, in order to be able of applying him- 
self to the second question, whether income will rise at the rate of s, 
he assumes for the sake of argument that question (a) were answered 
in the affirmative. His article centres therefore in his second question, 
whether income wll rise at the rate of as. Once more, Domar evades the 
answer. In fact, he hardly examines even this question. He only indi- 
cates that his reply is probably negative by stating that “existing insti- 
tutional conditions” do not allow the volume of investment that is needed 
to keep pace with an output growing at the same rate of as. He does 
not define these “existing institutional conditions.” Instead, he puts for- 
ward a suggestion which falls into the realm of economic policy. He 
suggests that the supposed investment impeding influence of the “exist- 
ing institutional conditions” couid be overcome by the government 
guaranteeing that “for some time to come” income would grow at the 
as rate. The mere guarantee would induce entrepreneurs to undertake 
the required volume of investment so that income would actually grow 
© at the required rate of as and the guarantee need never be put to the 
© test. So far Evsey Domar.? 
It will be the burden of this article to show that the problem of ex- 
cessive accumulation of capital is quite different from that envisaged 
by Domar and that the reasons for the instabilities of income and of 
demand and employment and the magnitudes of the instabilities cannot 
’ be found in the fields where Domar searched for them; they may well 
fl be found in other fields. The useful conception of as as the rate of 
| growth of output is not abandoned, but it will be given a wider inter- 
pretation. 
It would be easy to refute Domar by taking advantage of his many 
assumptions as to the nature of the economy. Throughout his article 
he uses output and income as synonymous and also investment and 
) saving. This is of course the proper assumption if one looks back on 
the preceding period. In retrospect, output and income or net invest- 
ment and net saving are synonymous and equal. Therefore, in retrospect 
» the rate of growth of income is equal to the rate of growth of output, 
» both being as. The equalisation may have been brought about by vari- 
| ous means, one of which may be the writing down of not fully employed 
capital equipment, which reduces both the magnitude of a, the latter 
being conceived as net after depreciation of all capital stock, and the 
magnitude of s, which is affected by any under-employment. Taking 
"In the c n luding section of his article and in an appendix Domar takes issue with Paul 
n the latter’s theory of underconsumption. This controversy does not directly 


mar’s argument that capital accumulation will become excessive if income 
‘ smaller rate than the capital stock. This writer will therefore take no part in it. 
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advantage of those assumptions of Domar’s one could easily prove the; 
income always grows at the rate of as and that both his questions ar 
answered in the affirmative. In conditions as described by Doma; 
the problem of excessive capital accumulation would never arise. 

The cold fact, however, remains that at times certain parts of outpy: ou 
cannot be sold at the traditional or otherwise anticipated profits, or ax helc 


assumed to become unsalable at those profits or any profits at all and ay 
that, in consequence, investments hitherto undertaken to cater for more “4 b 
of such output will no longer be undertaken. As a further consequence. [By '" “ 
the total of the annual investment no longer grows at the previous rate. [By P*"" 
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AI — YAa may become zero or even negative. In that case income (‘) 
being KYAa would stagnate or even decline, whatever the magnitudes 
of K and Y, which by definition are positive. In that case there js a 
danger that output in terms of traditional prices and costs, unchanged 
in its composition and still rising at the rate of as would tend even 
more to exceed the demand for it as money income tends to remain 
stagnant or even to decline. The equalisation of output and income wil 
be enforced by the process of part of the output not being realised a 
the anticipated prices. This reduces the opportunities for certain types 
of investment, but not for all investments. 
It is obvious that such a forceful downward adjustment need no! 
occur, if two changes were made, viz.: 
1. If the composition of output—in terms of money—were changed. 

2. If the composition of as—in terms of money—were changed, and 
changed in a manner that the product as would decline although 

the factor a would increase, enabling Aa to remain positive and 
allowing income (Y) being KYAa to continue to rise. 
Domar has barred his way to examining these possibilities by a fer 
more propositions in his paper, which are most unreal. These propos: 
tions are: (a) take no account of relative price changes;* (b) regarl 


wit! 
inco 
com 
the 


an 

a as constant;* (c) regard s as constant.® tion 
*“Nothing was said about the possible effects of relative price changes (or other factor ee not 
on the magnitudes of s and a” (op. cit., p. 781). Not only were these effects on @ an¢ Bcom 


excluded from the examination of the problem, but no effects of price changes were © ™= 
sidered at all throughout the paper. $ 

*This proposition is stated in a somewhat ambiguous way. At first, it is put 4 ‘ts 4 who 
refusal (i.e., the refusal of a) to adjust itself to changes in the volume of investment, § valu 
as to assure continuous employment” (p. 779). All I can read into this statement 8% BUG -p,, 
a, on this occasion conceived as the money savings rate, i.e., the unspent money incomes 9 
a ratio to the money income received, that this kind of a may change but at a lower spe 
than the investment rate, the latter being the ratio of net new capital goods to net outpt 
In other words, it suggests that the money savings rate is relatively constant as compat 
with the more volatile investment rate. This would be in contradiction to the use of ¢* 
synonymous with the investment rate. , 

Ambiguous as this passage is, it is later followed by an additional assumptio 
is in fact fairly constant at 10-12 per cent of money income and of output and this magt- 
tude is made the basis of further conclusions. 


n that ¢ 
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These propositions are the crux of the problem. Domar came close 
to realising it when, as quoted in footnotes below, he explained that “if 
can be anything, our argument falls through.” This would have been 
an opportunity to investigate whether s is changeable, and if it were 
found changeable, to give up the argument. If constancy in all three 
fields, i.¢., of price relations, of the investment rate and of the marginal 
capital productivity rate, is assumed, then indeed capital accumulation 
is bound to be excessive before long. However, what grounds have we 
na “private capitalist economy in which the government plays a minor 
part” —another of Domar’s propositions—to assume constancy in those 
) three respects? Let us examine the facts. Right from the beginning we 
) will state that “inertia” is a powerful factor in every society whether 
| the latter is of the “private capitalistic” type or of the government 
directed type. It is an attribute of all human societies. Consequently, 
changeability and adjustability are impeded in every society. As a mat- 
ter of fact, the case for government direction or government interven- 
® tion is based on the supposed ability of government to either provide 
) adjustability or to compensate for lack of sufficient adjustability. 
Having admitted the power of inertia in society whatever the latter’s 
organisation, we can proceed to examining whether and in which way 
changeability of the three factors enumerated above would effect the 
© problem of capital accumulation becoming excessive. 


II 


_ The proposition to disregard changes of relative prices is in contrast 
with the fact that they are of the very essence of economic life, indeed 
» some of its purpose. Whether we think in terms of money output, money 
: income and investment values, or in terms of “real” output, “real” in- 
/come and “real” investment, the uneven rates of growth of output of 
p the manifold individual commodities and services lead of necessity to 
> 2n uneven development of marginal values of each one of them in rela- 
7 ton to all the rest. It would be a strange accident, never observed and 
hot to be expected, if all the demand and supply schedules of every 
5 commodity and service had identical shapes. As they have not, man 
ptries by his work and by his saving to increase the output of those 
prbose marginal value is high, in preference to those whose marginal 
: i alue is low. Capital accumulation becomes excessive not because in- 
mecome falls short of output—which is a because the 


Position is clearly stated on page 779. “The assumption of a stable s is neces- 

few hast previously it was stated as follows: “While strictly speaking, we shall 
ven constant, it need not be so. It is certainly not the same among various 

ries. The national average (if such exists) can be made a function of time, 
of something else. But it must have some stability, because if s can be 
‘rgument falls through and we are back at the Knight-Simons proposition.” 
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accumulating capital is of a kind that the output it produces js, o; 
threatens to be, of declining marginal value. That decline may be due 
to the shape of the demand schedules of the goods produced or to the 
shape of the supply schedules of the factors of production. Lest it be 
forgotten—as Domar forgot—when speaking of capital accumulatigy 
becoming excessive, we are dealing with values (measured in whatever 
money is used) and not with volumes of equipment. If it could be ar. 
ranged that a falling demand schedule would be matched by corre. 
spondingly changing supply schedules of the factors of production or. 
in other words, if falling prices such as are necessary to meet a demand 
in the course of saturation were matched by reduced costs which in 
themselves do not reduce demand, in that case capital of a particular 
kind could continue to accumulate, without becoming excessive. It is 
never the case that all and every kind of capital becomes excessive, but 
only a particular kind of capital or groups of particular kinds. All this 
is old stuff, but wants re-stating. Lack of price and cost flexibility is at 
the root of capital accumulation becoming excessive. The decline of 
income (and employment) is not caused by total income falling behind 
output or even behind output capacity, but by the fact that the change 
in the composition of both output and income falls behind the changes 
in the supply and demand schedules that go hand in hand with rising 
output and output capacity. 

The dependence of the excessiveness of capital accumulation on the 
changeability of prices, costs and profits may also be demonstrated as 
follows: Output increasing at the rate of as and realised at stable prices 
might well produce increasing and not stable profits and therefore in- 
vestment opportunities in excess of those leading to a rate of growth 
of as. Contrariwise, an increasing output sold at falling prices may stil 
enable the existing profits to be maintained and prevent capital accumv- 
lation from becoming excessive. Whether it does so or not, depends on 
changes of various supply factors, one of which is the change in the 
rate of interest. 


III 


Domar’s other unreal proposition is to take a and s§ as constallt 
While in regard to price flexibility we only re-stated what has been 
known, though apt to be ignored in recent years, in regard to the as- 
sumed constancy of a and s, we may have to put forward some nev 
aspects. If they are not wholly new—as is probably nothing in eco 
nomic theory—they may bring to light again features which have beet 
neglected. Domar was led to the proposition of a and s being constalt 
apparently by the following reasoning: If employment is to be mait 
tained, income must rise at a steady rate and that rate must be equa 
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25. Consequently, as must be constant. Note that only the product 
; and not each factor, would need to be constant. However, in order 
9 save his argument, Domar assumed s to be constant. It had to follow 
hat a would need to be constant too. 

Such tests as have been made so far, indicate that s oscillates round 
a fairly stable average.® It is certainly not constant in the short run. 
Nor is 2 constant, whether in the long or in the short run. The very fact 
that the marginal propensity to consume most probably differs from 
the average propensity to consume and consequently the marginal pro- 
pensity to save differs from the average propensity to save, would pro- 
duce changes in a. Moreover, as may be stated here, though explained 
later on, the marginal propensity to consume and, therefore, the mar- 
ginal propensity to save are themselves not constant. There is no reason, 
on theoretical grounds, why the difference of the marginal rates from 
the average rates and the changes of the former should combine to make 
the average rates constant, and there is no evidence that they do, but 
all the evidence that in retrospect they have not. 

Though there is no ground to assume that either a or s are constant, 
it is still thinkable that their product as might be constant. It is now 
time to point to a new, and in this writer’s opinion, important aspect. 
The factors a and s are not independent magnitudes. More exactly, 
s and I, the investment underlying a and s, are interdependent. Nor 
is K independent of AI in the Keynesian formula KAI — AY. The fact 
is that investment (1) has both quantity and quality, the latter chang- 
ing with the composition of I. The productivity rate s, however, is a 
function of the quality, i.e., of the composition of investment. More 
pronouncedly, the marginal productivity rate is a function of the quality 
of the marginal investment. Likewise, the composition of the marginal 
investment (AI) will affect the marginal propensity to consume and, 
| therefore, the multiplier K in the Keynesian formula. A change in s 
; following a change in the composition of investment will of course 
: change the rate of growth of output, or at least of potential output. If 
: before this change of composition, output of capital goods tended to 
) outpace the demand for them at the prevailing prices and other condi- 
> “ons and, because of the relative rigidity of prices and other conditions, 
» tended to produce the dreaded dearth of investment opportunities, a 
) change in the composition of investments may immediately slow down 
m the rate of growth of potential output without reducing the volume (at 
3 prevailing prices) of investment and saving. It can produce this effect, 
; even while the volume of investment (at prevailing prices) increases. 
| One well-known instance of such a change in composition is the sub- 


this writer's article on “Capital Requirements in Progressive Economies” in Eco- 
@ "omica, NS. Vol. XII, No. 47 (Aug., 1945), pp. 163-71. 
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stitution in the annual investment, of residential buildings for highly 
efficient machine tools. As much labour and capital resources may he 
spent on the former as on the latter, but the immediate annual output 
(value added after raw materials and wages, before depreciation) o 
potential output resulting from the installation of machine tools may 
be 100 per cent of the cost of investment, while that resulting from the 
erection of residential buildings may be 10 per cent. If it is objected 
that because of the different rates of depreciation, the productivity rates 
net of depreciation of the two types are nearly equal and the factor ; 
is conceived as “net of depreciation,” therefore, hardly changed, I would 
reply as follows: 

It is correct that entrepreneurs when making their investment take 
account of anticipated profits, net of depreciation, otherwise they would 
not substitute long-life for short-life investments and that income is 
also distributed net of depreciation provision; however, it is also cor- 
rect that the output that is offered for sale is increased by the gros 
output during the life of the equipment that produces it.’ Let us put 
it into figures. 

If in one period the marginal productivity rate (s) (gross before 
depreciation) were 0.33 and s (net of depreciation provision) 0.3 and 
if a (net) were 0.1 of output, the rate of growth of output would be 
3 per cent p.a. This assumes that as much replacement expenditure is 
made as is provided for as depreciation. If the whole of a (net) were 
invested in machine tools and because of their high gross reproduction 
rate, the marginal productivity rate (s) were raised to 1.0, while actual 
replacement expenditure of the total capital stock remained almost 
unchanged, annual output during the life of these machine tools would 
increase by close on 1.0 times 0.1, or by close on 10 per cent. If the 
whole of a (net) were invested in houses and because of their low gross 
reproduction rate, the marginal productivity rate (s) were reduced 
0.1 gross while replacement expenditure of the total capital stock r 
mained almost unchanged, annual output during the life of these house 
would increase by somewhat less than 0.1 times 0.1, or by close on! 
per cent. Another illustration might envisage a situation in which 
output not consumed, but available for investment, which may be a 
per cent of output, would be expended on weapons and military stocs 
piling. This expenditure of resources has a gross productivity rate 0 
zero, if we overlook as is usual the intangible value of future exter 
security. As the replacement expenditure of all the other capital stocs 
continues, say at the rate of 0.1 annual output, net s becomes —0.1 ant 
as becomes negative. This is as might be expected, if a country devote: 
—as it might be forced by circumstances—all its output (gross betore 
depreciation) to consumption or other “non-productive” expenditure 


avy Chap. 8, 
‘This discrepancy has already been observed by Keynes (General Theory, Chep 
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In actual life we observe any combination of investment of varying 


“4 shades of gross productivity from very high to zero and frequent 
tput changes of this combination. 
or M2 Lhe manner in which change in the quality, i.e., in the composition 
_ of investment affects the multiplier K in the Keynesian formula can 
the be illustrated as follows: Assume the total annual net investment (I) 
cted to consist of residential buildings only. In that case the goods and serv- 
ates ices made available for consumption and actual consumption of them 
ors A Would increase more than if net investment consisted of factories pro- 
ould ducing machine tools. This would be so irrespective of the previous 
~ & consumption habits of the population. The increase in the consumption 
take may be so great as to be nearly equal the increase of total annual net 
oul investment. In that case K (being [AC + AI]/AI) would be very large 


but in the following period AI would be very small. Whether or not the 
interdependent changes of K and AI are of a magnitude, as not to affect 
the product KAI — AY need not be considered here. It is possible that 
) it would affect that product and that consequently the ratio KAI/Y, 
which is the rate of growth of income, would be affected too by the 
) change in the composition of income. 


ani 2 is apparent that a change in the composition of investment with- 
dbe fee Out any change in the value (at stable prices) of the aggregate, that is, 
rei: 2 the (weighted) volume, of investment would produce divergencies 


| from the prevailing degree of balance, as follows: 
1. It would change the rate of growth of output that is available for 
sale, by changing the gross marginal productivity rate. 


tual 
ne 2. It would change the ratio which the annual income realised or 
ould assumed to be realisable (including annual corporate savings) 


bears to the annual output for sale, because the former is net of 
depreciation provision for the new investment, while the latter is 
gross of it. Such a change can be of considerable importance on 


to 

¥ short term fluctuations of employment. 

aan 5. It would change the impetus to increasing the income, inasmuch 
on | as it changes the multiplier and marginal net investment and pos- 
hall sibly the product (KAI) of these two factors. 


a 


In this writer’s view the discussions of recent years stimulated by 


LV 

sock: a Keynesian and Marxian systems of thought have been too much occu- 
il 3 pied with the size of the investment and have overlooked the change 
al pin the composition of investment. Other schools of economic thought 
tock fe have, however, been well aware of the importance of a change in the 
and O™Position of investment. 

votes B) >© ar in this section it has been tacitly assumed that prices are stable 
efore and that productivity rates and investment rates are changed by the 
ture “ianges in the physical composition of investment and consequent tech- 


Nical factors Haw 
cal factors, However, such changes also affect the marginal values of 


wert 
+h 
ii 


1168 THE AMERICAN ECONOMIC REVIEW 


the components of output, income, capital stock, consumption and say. 
ing all as expressed in money. This is another reason why the assump- 
tion of constant a and constant s is unreal. There are no grounds known 
yet why the effect on marginal values, and therefore on prices, cost ani 
profits should lead to constancy of the money values of as or of KAI/Y 

In summary, the composition of investment as expressed in money 
is of the utmost importance from the point of view of its effects on the 
productivity rate (s) or on the multiplier (K) as well as from the point 
of view of its effect on relative price changes. There is interdependence 
not only between the subjects treated in this Section III, but also be. 
tween these subjects and the subject treated in Section IT. The problen 
of capital accumulation becoming excessive is inseparable from the 
problem of changeability of relative prices and of the changeability of 
a and s. 


IV 


It follows that Domar’s remedy of “somehow” inducing people to 
continue investing—irrespective of the kind of investment—cannot 
assure a permanent equilibrium of output and demand. Of course, it 
may postpone for a while the unmasking of a disequilibrium. By s 
doing, it may even assist in making the disequilibrium more severe. As 
a matter of fact, compensating expenditure by government—although 
in recent years dressed up as a mere increase of spending—has always 
effected a change in the composition of expenditure and investment. 
Its value as a remedy, such as it is, is largely derived from the effect of 
it being a means of changing those compositions. 

The question is apposite whether, and if so, to what degree unem- 
ployment is an appropriate means or even a justifiable accompaniment 
of effecting the necessary changes in prices, costs and the composition 
of output and income. Our generation has come to the conclusion that 
it is not the former and is doubtful whether it is the latter. We are stil 
searching for more appropriate and justifiable ways. We should be 
honest and declare that we have not yet found justifiable means 0! 
effecting those changes that would not be accompanied by unemploy- 
ment. The Keynesian thesis demanding a continuous increase of invest- 
ment irrespective of its composition does not provide such means. Not 
does laissez faire in a society in which the power of inertia is so strong 
as it is in all contemporary societies. Nor does the Russian systet, 
in as much as we know its working, demanding as its price, inter alia, 
forced labour on a very substantial scale and many other compulsions. 
This writer has no solution to offer either at this juncture, the preset 
article being only concerned with the analysis of the case. It may be, 
that by experiment with various forms of interventions we may stumble 
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‘nto a solution. While those government interventions may aim at in- 
creasing expenditure or in the case of taxation and licensing of invest- 
ment at reducing it, they may result in changing the composition of 
output and demand. The nations of the so-called Western World have 
only started to experiment. It is too early to evaluate the efficacy of 
the various doses of intervention. In the meantime, let us be clear in 
the recognition that capital accumulation becomes excessive and in- 
vestment declines not because our society allows income to fall behind 
the required rate of as, but because the power of inertia in our society 
makes the changeability of the factors of output and expenditure fall 
behind the required changes in their composition. 

The search for means of changing relative prices and the composition 
of investment without incurring unemployment is in no way furthered 
by an assumption that unemployment is solely a function of an insuffi- 
cient rate of growth in the size of income. This assumption is implicit 
in Domar’s article.* 

This certainly endows the rate of growth of income with undue im- 
portance. Unemployment arises if and when the supply and demand of 
employment do not balance. The growth of income is a determinant of 
the supply. The demand is a function of several other variables. Some 
of the latter are quite independent of the growth of income. For in- 
stance, the rate of growth in the number of employables—an important 
variable of demand—is mainly determined by past birth rates and 
recent death rates, and to a lesser extent by rates of migration, and 
bears very little relation to the present growth of income. Another 
variable is the rate of change in the quality of the employables (skill, 
training, general education) as different from their numbers. Even this 
variable may be independent of, or only partly dependent on, present 
income. Other determinants may be less independent of the growth of 
income, but their rates of change are most probably very different from 
the rate of growth oi income. Among those other variables, there will 
be found the working time per year per employable offered, the response 
of labour within the working time to the output opportunities offered, 
that is the labour productivity rate, as it were, and last but not least 
the rate of growth of annual income per employable that is demanded 
along with the number of jobs. As far as I am aware, economists have 
hardly ventured into the territory of the rates of growth of income from 
employment per employable that is demanded together with a rising 


"In his previous papers, as quoted in the first page of this note, it was expressed as 
reaps employment is a function of the ratio of national income to productive capacity” 
se latter explained as “total output when all productive factors are fully employed” 
>! Capital Expansion” ete., Op. cit., pages 139 and 137). Also ibid., page 143, “The failure of 
“ne economy to grow at the required rate creates unused capacity and unemployment.” 
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quantity of employment. That rate of growth of income demanded from 
employment is, however, another determinant of the required rate oj 
growth of income. The rate as is not the only one. 


call 
mat 


Conclusions toc 


The as conception, as formulated by Evsey Domar, was a progress hor 
in that it showed that expansion at the rate of Aa multiplied by a stable oe 
factor K, the Keynesian proposition, cannot assure equilibrium. It re- pa 
directed attention to the dynamic elements in our economy. Its applica- 
tion to determine excessive capital accumulation and unemployment is 
however faulty. Jn my view, studies in the effect of changes of the 
marginal capital productivity rate that are produced by changes in the mat 
composition of investment, and of course, in the mechanism which pro- rate 
duces or permits the latter changes, are a preliminary to studies into libr 
the balance between output and demand (income). Without more stat 
knowledge about those effects, the question of how to avoid capital ac- tual 
cumulation becoming excessive cannot be answered. Nor can the ques- 3 
tion of how changes in capital accumulation affect employment be imp 
answered without more knowledge of the determinants of the demand are 
for employment. 
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Rejoinder 

If my understanding is correct, these are the main points of Mr. mod 
Stern’s note: (1) That no definite statement was made in my paper as sure 
to whether or not real income can or will grow at a certain rate. econ 
(2) That the concepts of saving, investment and income were used shor 
improperly. (3) That no account was taken of relative price changes. flexi 
(4) That both a and s were incorrectly assumed to be constant. dise 
In addition, Mr. Stern made several other suggestions which do not Is ne 
directly bear on my paper and therefore do not. require an answer. but 
1. Mr. Stern is correct in asserting that no definite statement re- (Sec 
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garding the ability of real income to grow at the so-called required rate 
was made in my paper. The reason for this omission was, however, 
explained—the unavailability (to my knowledge) of the necessary em 
pirical information. If Mr. Stern possesses it, we should all regret thal 
he did not choose to enlighten us. In the apparent absence of such data, 
those who retain their interest in the subject may still continue—and ! 
hope not without profit—to analyse the problem. Such a procedure 's 
hardly an “evasion.” If I were pressed for an answer, I would say 
that, as far as I can now tell, our past (and probably future ) difficul- 
ties were not caused by the inability of income to grow at some required 
rate. In other words, physical limitations (of which labor shortage Be ‘Se 


would be the most important one) were not the cause of our down- a 
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swings, and the trouble lay in our institutional setup, or more specifi- 
cally, in the manner in which investment decisions in our economy are 
made. I agree that this statement does not go very far; any attempts 
to develop a deeper and better explanation are welcome. 
2. It is to the credit of the last war that it put an end (or at least I 
hope it did) to the useless debate about the proper definition of income, 
saving and investment. That so much time and space could have been 
devoted to such a sterile subject, certainly does not enhance the prestige 
of our profession. If Mr. Stern is still worried, he might reflect on the 
réle played by changes in inventories in equating saving with invest- 
ment. It is perfectly true that by defining income a and s in a certain 
manner, Mr. Stern could make income always grow at the required 
rate, just as by an appropriate definition of a full employment equi- 
librium, the economy could be said to remain perpetually in this happy 
state. But the usefulness of these demonstrations, except as intellec- 
tual exercises, is not immediately clear. 
3. I readily agree with Mr. Stern that relative price changes perform 
important functions in this, as in most other economic problems, but I 
refuse to jump with him to the conclusion that given flexible prices, the 
problem of capital accumulation, and by implication—of employment— 
ceases to exist. Mr. Stern is free to construct any number of theoretical 
models in which behavior patterns are such that flexible prices do as- 
sure a state of continuous full employment. This pastime has attracted 
economists for many years. The discussions of the last two decades have 
shown that the whole question is more complex than that, and that 
flexible prices are a remedy which may either cure or intensify the 
disease.” Mr. Stern certainly confuses the issue when he argues that “It 
is never the case that all and every kind of capital becomes excessive, 
but only a particular kind of capital or groups of particular kinds”’ 
sec. IT). In a changing society, some kinds of capital become excessive 
all the time, and not much can or need be done about it. But such 
partial maladjustments are not likely to cause depressions; by their 
very nature, these kinds of excessive accumulations of capital in some 
industries imply corresponding shortages in others. And Mr. Stern will 
be hard put to find capital shortages corresponding to the piles of 
unused capital in this country during the ’thirties. 

4. And now, about the constancy of a and s. What Mr. Stern fails to 
realize is that this assumption has only a logical significance: it facili- 
tates the mathematics involved. The real issue is not the constancy of 
7 and s—and there is no reason why they should necessarily be con- 
“See in particular Oscar Lange, Price Flexibility and Employment (Bloomington, 1944), 


= Don Patinkin, “Price Flexibility and Full Employment,” Am. Econ. Rev., Vol. 
XXVIII No. 4 (Sept., 1948), pp. 543-64. 
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stant—but whether or not they so adjust themselves to economic 
changes as to bring about a reasonably continuous state of full employ- 
ment. If, for instance, the propensity to §ave falls whenever investmen: 
does, so that income is unimpaired, the whole problem of capital ac. 
cumulation loses its significance as far as employment is concerned, Byt 
such an obliging behavior of a has not been witnessed in the past, and 
Mr. Stern has not convinced me that it will necessarily take place in the 
future. 
As far as s is concerned, we are all aware that it differs among the 
various industries. There are industries with a low s, such as housing, 
railroads, hydroelectric installations, and evidently atomic energy 
plants, just as there are those with a high one, such as services. On the 
whole, high wages and low interest rates should encourage the former, 
but the question still remains whether these industries, requiring large 
capital outlay per unit of output and therefore frequently involving a 
high degree of risk, are best suited for private enterprise. 
These, I believe, are the main issues which Mr. Stern’s note has 
raised, and we may spare the reader’s time by foregoing the argument 
about the minor ones. The problem under discussion—and probably 
any problem—transcends in importance what one or another individual 
said or meant to say. In this spirit, Mr. Stern’s note should certainly 
be welcome. 
Evsey D. Domar 

The Johns Hopkins University 


| 
rey 
me 
Co 
| 
lov 
| Fe 
| ex: 
| rec 
n 
| 


THE FEDERAL RESERVE AND MONETARY 
POLICY FORMATION 


By Georce L. BAcH* 


The problem of establishing more effective arrangements for the 
formation and execution of federal economic policy has been the sub- 
ject of lively discussion since presentation of the Hoover Commission 
reports to Congress. In the monetary field this stimulus has been aug- 
mented recently by repeated demands for a new National Monetary 
Commission to study the entire problem of our monetary and banking 
arrangements. It is the purpose of this paper to summarize a recent 
study made for the Hoover Commission of the actual procedures fol- 
lowed in modern American monetary policy-making (primarily by the 
Federal Reserve and the Treasury), to point out certain weaknesses 
which seem to be evidenced, and to suggest some considerations that 


appear to be important in devising more effective procedures for for- 
mulating and executing sound monetary policy. Certainly no adminis- 
trative arrangement can guarantee good monetary policy, but some 


arrangements may be more promising than others.’ 


I. The Setting for Monetary Policy Formation 


Congress’s directive to the Hoover Commission was essentially to 
examine the executive branch of the federal government with a view to 
recommending ways to make it more efficient in carrying out its func- 


he author is professor of economics at Carnegie Institute of Technology. This paper 


represents primarily a brief summary of one part of a larger study of the Federal Reserve 
System done by him in 1948 for the Commission on Organization of the Executive Branch 
e Government (the “Hoover Commission”). The recommendations suggested in the 
luding section are for the most part those presented by the Commission’s Task Force 
n Independent Regulatory Commissions. The Commission itself adopted the first recom- 
ication listed below (for a “National Monetary Council”), but neither endorsed nor 
ted the remaining Task Force recommendations, forwarding the Task Force and 
g staff reports to Congress without other comment on the monetary policy area. 
€ views expressed herein are personal, and are not necessarily those of the Commission 
ee Task Force. The recommendations of the Commission’s Task Force on the Federal 
‘eserve System are summarized in Appendix N of the Commission’s reports. The detailed 
nalysis of the Federal Reserve System’s policy-making activities is contained in a 
rt under that name. 
“ » monetary policy is taken here to cover those actions by the federal authorities 
-d which importantly affect the supply of, or demand for, liquid assets (currency, 


pestis, anc government securities) by the non-banking public. 
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tions. But the efficiency of any policy-forming agency can be analyzed 
only in the light of goals or ends which the policies are supposed to 
help achieve. Does the agency make good policy is the basic question 
if the major function is to make policy. 

In the case of the Federal Reserve, which is ordinarily considered the 
agency primarily responsible for monetary policy-making, the question 
of what kind of policy it should make is far from simple. The Federal 
Reserve Act provides amazingly little information on what the System’s 
monetary (credit policy) duties are, though it contains vast detail on 
the service functions of the Federal Reserve (currency issue, check 
clearance, etc.).* Both the language of the act and its legislative history 
indicate that credit control (monetary policy) was conceived of as 
involving primarily due attention to the gold standard, plus main- 
tenance of “sound” individual banking practices. Though the Banking 
Acts of 1933 and 1935 clearly envisaged an important réle for Federal 
Reserve monetary (credit) policy, even they provided no mandate as to 
what specific objectives monetary policy should seek to achieve, out- 
side of the original preamble and sprinkled admonitions against undue 
use of “speculative” credit. Directives to help achieve full employment, 
prevent inflations, or mitigate business fluctuations are conspicuously 
lacking. The exception is the Employment Act of 1946, which is of 
somewhat indirect and uncertain applicability to the quasi-independent 
Federal Reserve, at least in the eyes of many observers. 

In the absence of specific Congressional directives, it is necessary to 
posit standards against which present policy-making procedures can be 
judged. Limiting consideration to what is ordinarily termed credit, or 
monetary, policy, today the job of the Federal Reserve might reason- 
ably be said to be: To regulate the cost and availability of money, both 
in the aggregate and in segments, so as to make a maximum contribu: 
tion to high-level economic stability (roughly, full employment without 
inflation). This statement is in keeping with official Federal Reserve 
and orthodox economic pronouncements, although to mesh with the 
definition of monetary policy given above, “liquid assets” should be 
substituted for “money.” 

The current setting for monetary policy formation is so well known 
that detailed repetition would be pointless. In essence, traditional Fe¢- 
eral Reserve control mechanisms (reserve requirements, open-market 
operations, rediscount rates) have become largely useless against infla 
tion because a huge volume of government securities is outstanding 

* The preamble states the purpose of the Act as: “To provide for the establishment of 
Federal Reserve Banks, to furnish an elastic currency, to afford means of rediscounting 


commercial paper, to establish more effective supervision of banking in the United State 
and for other purposes.” 
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the hands of the commercial banks and the non-banking public, and 
because both Federal Reserve and Treasury authorities are committed 

at least temporarily) to maintaining a low rate on long securities. 

Practically, this involves Federal Reserve support of the whole rate 

structure in governments when necessary, and in effect guarantees 
monetization of outstanding governments at the option of the banks 
and the public. But the support price itself is not the only issue. Even 
if interest rates were to rise, there would remain the war period heritage 
of a swollen liquid asset supply (currency, deposits, and government 
securities) in the hands of the public which would seriously hinder re- 
strictive attempts by monetary and fiscal authorities. 

In the broad sense, “monetary” and “debt” policy must be con- 
sidered inseparable, if the importance of the public’s total position on 
liquid assets (at least money plus government securities) is recognized, 
in contrast to the traditional concern with the supply of money alone. 
Not only may changes in the total volume of liquid assets influence 
investment and consumption spending directly, but indirectly as well 
through interest rates and credit rationing. Shifts in the holding of 
governments between banks and the public and changes in the structure 
of the debt outstanding may have similar effects. Debt management for 
years to come will almost inevitably play a major monetary policy réle, 
regardless of the exact interest policy followed. Moreover, fiscal policy, 
like debt policy, inevitably has monetary effects, and effective fiscal 
policy increasingly appears to require appropriate changes in the sup- 
ply and composition of liquid assets. 

Given the fundamental decision to maintain long-term governments 
around par, the real issues on credit policy in the postwar period have 
thus centered around the prices at which the Federal Reserve stands 
ready to buy government securities offered directly or in the open 
market, and around the interest rates at which the Treasury refunds 
the maturing issues in the public debt. In fact, the two decisions have 
been inseparable. The Federal Reserve has changed its open-market 
policy (its pattern of buying prices for governments) only after full 
consultation with the Treasury; and changes in Federal Reserve buy- 
ing prices on governments have been closely coordinated with changes 
in the interest rates offered by the Treasury on refunding issues. The 
determination of open-market policy has thus been essentially a deter- 
mination, in effect jointly with the Treasury, as to the structure of 
interest yields on government securities. Given the decision to maintain 
low interest rates, Federal Reserve policy on reserve requirements and 
rediscount rates is of second-order importance for over-all monetary 
»urposes, though it may importantly affect bank earnings and particu- 
‘ar groups of borrowers and asset-holders. War finance has set a con- 


ul 

} 

) 

vit 

be 

wn 
ed- 

ot 

nt 

SA 
- 


1176 THE AMERICAN ECONOMIC REVIEW 


fining stage for current monetary-fiscal policy-making, whatever ad. 
ministrative arrangements prevail, unless we are prepared to make 
rather drastic shifts in our debt structure or credit policy commitments. 


II. The Process of Monetary Policy Formation 


The legal structure of Federal Reserve policy-making machinery, 
encompassing primarily the Board of Governors and the Open Market 
Committee with basic responsibility in the former for major credit 
policies except for open-market operations, is well known to economists. 
As indicated above, continuation of anything like present debt and 
monetary arrangements promises to center emphasis on joint Federal 
Reserve-Treasury determination of the government security rate struc- 
ture. In terms of Federal Reserve policy, open-market operations are 
the major focus. 

Actual Federal Reserve policy-making reflects the facts of monetary 
interdependence. In practice, the separations between open-market and 
other credit policy-making is less sharp than would appear from the 
statute. The Board members constitute a majority of the Open Market 
Committee. Possibilities of changing reserve requirements are inevi- 
tably considered in Open Market Committee discussions, as an alterna- 
tive or supplement to open-market operations. With seven identical 
members of both groups and close informal relations between the 
Board members and Bank presidents, the decisions in the two areas 
are on the whole closely integrated. The Reserve Bank presidents 
generally have a full opportunity to present their views on reserve 
policy; since voting control on all policy issues ultimately resides in 
the Board and since leadership of the Board chairman for over a decade 
has been strong on all major policy issues, the relative réles of the 
Board and the Banks have not been greatly different for open-market, 
discount, and reserve requirement policy. In all, Reserve Bank in- 
fluence is relatively informal, exercised through discussion and cor- 
respondence with the Board members more than through formal voting 
strength. 

The Open Market Committee meets quarterly. On the day preceding 
each meeting, the twelve Reserve Bank presidents customarily meet i 
Washington to discuss common Reserve Bank problems and to cot 
sider developments in the credit policy area. While little concrete ev!- 
dence is available, it appears that there has sometimes been a tendency 
for the presidents to consider themselves as something of a “bloc” dur- 
ing periods of controversy with the Board over open-market and re- 
serve policy, though this has not been uniformly true and there is oftet 
disagreement among the Reserve Bank presidents. The presidents 
often led by the president of the New York Bank, have often been 
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more inclined to favor cautious, mild policies that would be less dis- 
turbing to the normal courses of banking and the money markets than 
have the Board members.* 

Open Market Committee meetings are informal. Discussion typically 
ranges freely over the entire field of credit policy. Those Reserve 
Bank presidents who are not at the time members of the Committee 
also almost invariably attend and participate as freely in the discus- 
sions as do the Committee members. This means, in effect, that meet- 
ings of the Committee consist of a minimum of 25 to 30 persons 
(seven Board members, twelve presidents, and ten or so staff members 
from the Board and Banks), the majority of whom feel free to par- 
ticipate actively in discussion. A group of this size, even though only 
twelve are voting members, has not been found a highly effective de- 
liberative or executive body. It functions in considerable part as a 
medium for general discussion and examination of issues.* 

' Under the circumstances, much of the réle of open-market policy- 

making is in effect delegated to in Executive Committee, operating 
' under general directives from the full Committee. The Executive Com- 
mittee consists of three Board members and two Reserve Bank presi- 

‘This was apparently true, for example, at various points during the war when the 

bility of raising reserve requirements was considered; following the war when 
Boa sails to tighten up sharply on interest rates were under discussion; and when 
pongh Board recently proposed that additional special statutory reserve requirements 


fulfillable by holding government securities) be imposed on member banks to check loan 
expansion. On highly technical questions such as these, where no definitive criteria for 


ire available, it is only natural that the Reserve Bank presidents, whose daily 
vork throws them in intimate contact with the commercial banks of their districts, should 
sense and appreciate fully the problems faced by the bankers. The Board members, on 
the aval har ad, are further removed from the private “ea community and are - 


cost of private bank earnings or disrupting normal money market 
An example is the contrast between the Board of Governors’ views on postwar anti- 
“ on po i y as presented by chairman Eccles, and those presented by president Sproul 
he New ‘Yo ork Reserve Bank, before the joint Congressional Committee on the Economic 


Report in 7-48. The Board sought added reserve requirement powers to take active 


steps against inflation through checking bank credit expansion, while Mr. Sproul doubted 
the need for further action in the credit field and specifically opposed the vigorous, 
clumsy” method of raising bank reserve requirements if any action were to be taken, 
‘avoring instead a more tentative, less “disruptive” approach. Chairman Eccles’ testimony 


was given on November 27, 1947 (reprinted in the Federal Reserve Bulletin, December, 
‘+, Pp. 1455-63) and on April 13, 1948; President Sproul’s testimony was on May 12, 


Wi len the vote is taken on a policy directive to the Executive Committee, it is 
usually unanimous. The last divided vote on a formal directive to the Executive Committee 
occurred in 1943. Unanimous votes were common during the earlier history of the Com- 
mittee, though less uniformly so. This ordinarily represents a compromise to which unan- 
~ US agreement can be obtained, though in some cases there are no substantial disagree- 
mee ‘o be compromised and the leadership of the chairman in establishing his views 
Deen very strong. It is apparently felt that a unanimous vote is desirable, possibly to 
‘a united front against possible policy criticism from outside the system. 
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dents, with the Board chairman as chairman and the president of the 
New York Bank as vice chairman. Day-to-day market operations are 


carried on by the manager of the System Open Market Account, acting ~ 
in close consultation with the two leaders of the Executive Committe BM 
and with the Treasury. The account manager, who is also a vice presi- of t 
dent of the New York Reserve Bank, plays a rdle involving substantial “A 


discretion and money market prestige in carrying on the account's = 
day-to-day dealings. Under the recently adopted policy dropping a 
fixed pattern of rates, the account manager must in essence “make” 
day-to-day System open-market policy within an appreciable range of _ 
operating discretion. 

During and since the war, the most crucial part of Committee policy 
formation has occurred through the discussions between its representa- 
tives and the top officials of the Treasury. All major decisions as to the 
government security market rate structure are considered in these con- 
ferences. Such policy discussions, covering the entire range of financing 
and credit policy, have been long and time-consuming. Their size and 
formality vary. Recently, the Board chairman and New York Reserve 
Bank president (chairman and vice chairman of the Open Market 
Committee) have frequently met informally with the Secretary and 
Undersecretary of the Treasury. Often a few senior staff members 
from both agencies are included, since relatively technical details are 
of major importance in many financing decisions. Sometimes joint 


posi 
carr 


a offic 
Federal Reserve-Treasury staff working parties develop agreed stai polic 
recommendations, but this is rare. More commonly, each agency has a 
developed its own program, based on separate consultations with the the | 


banking community, which it proposes for discussion, and the Board 
chairman and the New York Bank president have also not infrequently 
taken divergent positions, especially on minor financing matters.’ 
Out of these negotiations finally comes an agreed program, or a 
least an operational basis for non-conflicting policies. On Treasury 
financing the final decisions are made by the Secretary of the Treasury, : 
who may give more or less weight to Federal Reserve counsel. On Py 
credit policy the final decisions are made by the Reserve authorities, "pes 


but over the past decade they have almost never diverged sharply from ea 
tw 
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* Between policy meetings, the Board’s staff is in frequent touch with its Treesur) the ha 
counterpart and with the New York Reserve Bank on day-to-day market developmen's both t 
Equally close operating relations prevail between the Treasury Under-Secretary inform 
Assistant Secretary in charge of fiscal operations and the manager of the system ope! majori 
market account at the New York Bank. The account manager is also viewed by the appare 
Treasury as its main point of contact with the money market, since the New York Bank was fe 
acts as chief fiscal agent for the Treasury as well as for the Open Market Committee, ane — 
the Treasury guards carefully from Board interference its direct relations with the New often ¢ 
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York Bank on fiscal agency money market affairs. Board 
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the Treasury position on major policy. They feel freer to do so on non- 


- open market policy decisions that do not directly affect the prices of 
ng sovernment securities. In such informal negotiations, the personalities 
" of the various top officials involved have influenced substantially the 
> nature of the negotiations and the relative strength exerted by the two 
agencies. 
n The importance of these joint Federal Reserve-Treasury discussions 
é and decisions inevitably concentrates a high degree of Federal Reserve 
. leadership in the major conferees, the chairman of the Board and the 
» New York Bank president. This leadership over the past decade has 
. been greatly strengthened by the fact that both governor Marriner 
0 Eccles at the Board and presidents George Harrison and Allan Sproul 
“ in New York have been, it is generally recognized, “strong” men who 
1 have exercised System leadership on other policies as well. Governor 
- Eccles in particular, during his chairmanship from 1934 to 1948, made 
» the réle of the chairman one of strong leadership for the System.” 
a" Quite aside from personality factors, however, as the chief Federal 
‘” Reserve representative in dealings with the Treasury, the chairman in- 
evitabl) not only serves as primary Federal Reserve official in discus- 
wt sions so highly complex and fluid that simple, completely prearranged 
“i positions were seldom feasible. He also serves as the primary conduit to 
’ carry back to the Reserve authorities the complex attitudes of Treasury 
sf officials on the intricate problems of debt financing and interest rate 
policy. In the Treasury, responsibility on important issues is neces- 
he sarily narrowed down to one man, the Secretary, or at least to two, 
. the Sec retary and Undersecretary. As a practical matter, in intricate 
i" decisions involving many mutually interrelated variables a Federal Re- 
' serve Open Market Committee of twelve members, or even a Board of 
P seven, cannot actively and equally share in discussions and “bargain- 
e ing with a single-headed Treasury. The nature of modern central bank- 
7 ing makes almost inevitable highly centered System leadership if the 
On There is no case on record in the Board’s formal reports during the entire fourteen years 
es — t policy decision was taken against Governor Eccles’ vote, and in the large majority 
ases votes were unanimous. His leadership in the Open Market Committee appears 
have been slightly less complete, but here again there is only one policy issue on record in 
- twely e years as chairman on which his vote was overridden (three identical votes on 
“He handling of short-term issues in the system account in early 1939). His leadership in 
both the Board and the Open Market Committee was thus exercised predominantly through 
we | discussion with other members rather than through obtaining formal voting 
r ‘Sjoriies on issues that came to final vote in a controversial state. This situation was 
: baer y supported by the desire to take unanimous action on policy issues whenever this 


nd there was undoubtedly a substantial amount of internal cross-influence 


ny votes were taken, in which the president of the New York Bank in particular 
d marked influence. 

written, chairman Thomas McCabe has served so briefly as chairman of the 
nere is no basis for generalization beyond chairman Eccles’ regime. 
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System is in fact to have any real influence over the supply of liquid 


Cal 
assets and the interest rate structure. 


als 
III. Evaluation of Present Policy-Making Procedures ‘ 
Though the legal independence of the Board from the Treasury has 


0 
been complete since 1935, when the Secretary of the Treasury and 
Comptroller of the Currency were removed from Board membership, i dir 
anything, credit policy since 1935 has been more rather than less con- gov 
sonant with Treasury financing needs. In fact, the Federal Reserve pol 
has been far from “independent.” The pattern and volume of Treasury wit 
financing have provided the framework for credit policy-making. It js tary 
significant that Federal Reserve influence in the direction of stronger con 
anti-inflationary measures during the early postwar period, while ap- by 
parently of appreciable importance, was exercised primarily through be | 


influencing Treasury decisions on financing, and through repeated cabi 
insistence to Congress and the public on the need for more positive F 
action to stem the inflation—mnot through direct Federal Reserve ac- exer 


tions. Fringe measures were taken—a small increase in short-term the 
rates, consumer credit and stock market controls, and direct suasion Whi 
to discourage inflationary lending—but the Reserve authorities’ re- pare 
peated requests for new type reserve powers reflected their basic un- in a 
willingness under the circumstances to use their one powerful weapon resp 
—withdrawal of market support for long-term government securities. The 

The reasons for Federal Reserve adherence to Treasury leadership a da 
in spite of the complete statutory independence of the Board are no mor 
less real and understandable because they are largely intangible. At tion 
bottom they reduce to the facts that (a) the Board is, and feels itseli 
to be, a part of the government, (b) within the government Treasury 
and Federal Reserve policy are so inextricable that sharp operating 
conflict between them would yield a government financially divided and 
vulnerable to crisis and instability, and (c) in the negotiation of con- 
flicts of view into a more or less accepted operational program, te 
Treasury is almost invariably the stronger of the two, basically be 

"The Federal Reserve appears to have drifted into the low interest policy early in the 
war before tightening reserves, full employment, and inflationary pressures became a may 
problem. The gradualness of these developments provided no vivid issue on which the decision 
was sharply faced. By 1942-43, the Federal Reserve authorities were advocating stronge 
anti-inflation measures in Treasury-Federal Reserve councils, but by this time the — 
of war finance was firmly established and the Reserve officials were unwilling to im — 
counter to Treasury insistence on the easy-money pattern. In the postwar 9 
Federal Reserve pronouncements have suggested a schizophrenic urge to rationalize “ 
interest rates in inflation while insisting that all the logical concomitants of low ne 
rates must be avoided if disaster is to be prevented. Cf. L. V. Chandler, “Federal Reserve 


Policy and Federal Debt,” Am. Econ. Rev., Vol. XXXIX, No. 2 (March, 1949), pp. 40° 
for a more complete account. 
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cause of its closer ties with the President and his exccutive officials but 
also because of its own potential powers over bank reserves.* 

[Treasury rather than Federal Reserve leadership in the resolution 
of conflicting views apparently arises, anomalously, in substantial part 
from the very “independence” with which the Board is vested. The 
lreasury is a crucial operating branch of the government. It is charged 
directly with the responsibility for borrowing any funds needed by the 
sovernment. It recommends the tax policy. In his fiscal and debt 
policy réles, the Secretary of the Treasury is inevitably in close contact 
with the White House. At least during the past fifteen years, the Secre- 
tary of the Treasury has been one of the President’s closest personal 
confidants and advisers. This relationship is probably not accidental; 
by the nature of his function the Secretary of the Treasury will always 
be more closely associated with the President than most of the other 
cabinet members. 

Federal Reserve stress on its “independence” from the ordinary 
executive branch of the government has placed it in strong contrast to 
the close operating responsibility of the Treasury in executive affairs. 
While the Board is appointed by the President and the chairman ap- 
parently serves at his will,® Board relations with the President have, 
in accordance with the intent of the law and with practical operating 
responsibilities, always been much less close than those of the Treasury. 
| The Secretary of the Treasury typically saw the President on virtually 
) a day-to-day basis during the war. The Board chairman’s visits were 
more on the order of one or two a year. Thus in the ultimate forma- 
tion of major government financial policy, the Treasury has generally 
raditionally, “independent” central banks have protested strongly against Treasury 
rowing from the commercial banks and the central bank itself to finance war costs, 
t in practice they have almost never refused accommodations. The transition from 
it least semi-public status for central banks abroad has lessened the 
irpness of this conflict, and with nationalization in many countries any conflict of 
views Is entirely within the executive branch of the government. See the account of M. A. 
riz, “Central Banking and the State Today,” Am. Econ. Rev., Vol. XXXVIII, No. 4 
t., 1945), pp. 565-80. 

n the peaceful, prosperous 1920's, however, according to C. O. Hardy, there was little 


f Federal Reserve subservience to Treasury fiscal needs (Credit Policies of the 
Reserve System, Brookings Institution, 1932, Chap. XIV). In view of the very 
lreasury fiscal needs of the times and the guiding role widely accorded the gold 

the significance of that decade’s experience for the future may be somewhat 


€ exact legal status of the President’s power to remove the chairman (as chairman 

tot as a Board member) is not clear. In Humphrey’s Executor v. United States (295 
02 [1935]), the Supreme Court held that Congress could restrain the President from 
val of Federal Trade Commissioners except for causes specified in the statute. The 


Pon Act merely states that the chairman and vice chairman are to be designated 
the Presi 


sident for four-year terms, and contains no specific restrictions on the President’s 


removal during these terms. 
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been in the “inner council” while the Federal Reserve has been a much 


less active participant. Exc 
Federal Reserve-Treasury policy conflicts have seldom been taken a 
to the President for resolution. This again has apparently reflected in py 
part the Federal Reserve’s unwillingness to consider itself similar to ” 
the regular departments in executive responsibility to the President. all 
and in part recognition that the Federal Reserve was seldom likely to sh 
prevail under prevailing circumstances. During part of the war. how. ih 
ever, the process of over-all government economic policy-making was rth 
transferred in considerable part to the Office of Economic Stabilization - 
in the Executive Office of the President. Meetings of the Economic ~ . 
Stabilization Board’’ considered the relative rdles of fiscal policy, rant 
credit policy, direct controls, and other measures in the war period _ 
economic scene. Fairly few Federal Reserve-Treasury conflicts on wale 
credit policy appear to have been taken to the Board, but, in general, — 
the voice of the Federal Reserve on general economic policy appears IV. 
to have been greater during than before or since that period. 4 Th 
Aside from the question of ultimate presidential support, the Reserve a 
authorities are always aware of the Treasury’s own potential powers - 
over bank reserves and the need for agreement if negation of each a 
other’s policies is to be avoided. Treasury powers to reduce member _— 
bank reserves are very great, simply through permitting Treasury pale 
balances at the Reserve Banks to pile up, through the handling of its He = 
trust funds, and through Stabilization Fund operations. While the 8 or 
Treasury’s powers to augment bank reserves are more limited,” they 7 
are ordinarily large in view of the large cash balances now typically any 
maintained by the Treasury. Treasury utilization of these powers seal 
specifically to influence bank reserves would generally interfere with olitic. 
the normal course of its fiscal or exchange operations, and credit policy P i rs 
implications of Treasury fiscal management operations have ordinarily At 
been a secondary consideration. Nevertheless, the potential Treasury inst 
use of such powers is an additional consideration impelling Federal meee 
Reserve authorities to cooperate with the Treasury to reach working ces 
agreements on credit and fiscal policy. . by the 
Lastly, if the Federal Reserve should adopt policies in active conic with 
with those of the Treasury and the administration, the possibility al- in poin 
ways exists that Congress may alter or abolish the present syste. @® “a 
® Composed of the director of Economic Stabilization; Secretaries of the Treasury clear t} 
Commerce, and Labor; chairman of the Board of Governors of the Federal Reserve by the 
System; Director of Budget; Price Administrator; chairman of the National War Labor Abe 
Board; and two representatives each of labor, management and agriculture appointed by this Sit 
the President. governn 
‘Since the Treasury can only decrease its Reserve Bank balances to the extent that it Effec 
has balances on hand. only on 


| 
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Except possibly in periods of divided Congressional-executive party re- 
-nonsibility, Federal Reserve insistence on exercising its legal preroga- 
ty e of independence might mean insistence upon extinction. Certainly 
‘his might be the case in times of crisis, such as war. A recent off-the- 
-ecord comment of the governor of one of the world’s major central 
banks describes a situation apparently common among central banks 
for many years. The governor was asked, “Do you feel your bank has 
the right to defy the government?” “Oh, yes,” he replied, “We value 
that right very highly—and wouldn’t think of exercising it.” The power 
of the Federal Reserve Board is enormous and its legal right to exer- 
cise the power is unchallenged. Yet as an operating matter, Federal 
Reserve policy has reflected keen awareness of the executive leadership 
of the President and the key réle played by the Treasury in govern- 
ment financial affairs. 

IV. The Problem of Obtaining More Effective Policy Formation 
\. The Place of Monetary Policy Formation 

Any practically useful consideration of monetary policy formation 
must rest within the framework of the government’s over-all policy- 
making. Often “economic” policy-making is indistinguishable from 
“political” or “military” or “international” policy-making. Seldom are 
important monetary policy decisions completely independent of other 
governmental policy issues. The interrelationships of monetary, debt, 
and fiscal policy are obvious. Realistically, however, decisions within 
this whole area are often conditioned, or even determined, by essen- 
tially “non-economic” considerations, and there is little point in pre- 
tending that formal administrative arrangements will alter this basic 
political reality. For example, in 1946-47 the need for monetary-fiscal 
policies to restrain inflation was clear. But housing was scarce and 
veterans’ welfare stood high in the public mind. Easy credit for home 
construction was monetary dynamite, especially when the basic con- 
struction limitations were shortages of labor and materials. Yet gov- 
érnment-guaranteed housing loans at low interest rates were supported 
by the housing and veterans agencies and were proffered to veterans 
with enthusiasm. The farm price support program was a similar case 
in point. Most important of all, quantitatively, since the war has been 
the huge defense and international aid program. At this extreme, it is 
clear that “monetary” policy considerations are properly overridden 
by the need for appropriate defense and war-preventive steps. But 
this situation is removed only in degree from many others in day-to-day 
government policy-making. 
Effective coordination of monetary, debt, and fiscal policy is thus 


only one phase of the larger problem of effective government policy 
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formation. Monetary-fiscal policy becomes, in important areas, merely 
a side result of decisions on predominantly non-monetary issues. Viewed 
in this light, it is more difficult than is commonly assumed to be sure 
whether “economic” and “monetary” considerations have been given 
appropriate attention in the formation of government policy. But the 
evidence of the past decade, at least, suggests that integration of mone. 
tary policy into government economic policy has been substantially less 
than satisfactory. As between the Federal Reserve and the Treasury 
(monetary and fiscal policy), there has been reasonably close coordina- 
tion, but mainly through subservience of Federal Reserve to Treasury 
views. Between monetary-fiscal policy and government lending policy, 
there has been conflict as often as coordination during the past decade. 
Between the monetary-fiscal-lending area and other governmental eco- 
nomic policy, coordination appears to have been haphazard, with most 
issues decided on an ad hoc basis without adequate government-wide 
consideration of inter-agency implications of policies adopted. 

As a matter of practical government, a mechanism is needed to ac- 
complish three purposes, whether attention is focused merely on the 
monetary-fiscal-lending area or on the entire sweep of the govern- 
ment’s economic policy making: 

1. To assure full information on, and consideration of, the impor- 
tant inter-agency implications of proposed individual agency policies 
prior to adoption (e.g., the monetary and fiscal implications of housing 
lending programs) ; 

2. To facilitate compromise between the agencies concerned of as 
many inter-agency differences as is practicable, resulting in informally 
agreed-on “operational” understandings or programs; and 

3. To focus up for submission to the President, and perhaps ulti- 
mately to Congress, those major inter-agency policy conflicts on which 
no working agreement can be reached. 

In principle, the President has adequate power to establish in his 
Executive Office such officials and procedures as are needed to c0- 
ordinate government policies on economic stabilization issues. Or he 
may choose to do the job himself. But, in practice, neither approach 
is apt to work very effectively. The President is simply too busy \ 
be concerned with adjudication of all the inter-agency policy differences 
that need attention, and experience with an ad hoc assistant informally 
delegated to achieve coordination suggests that this is not an adequatt 
answer. 

There is no easy solution to this problem. Establishment of an “Eco- 
nomic Assistant to the President,” or some comparable position equa 
or superior to cabinet rank, to assume the continuing responsibility 
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‘or seeing that maximum progress is made on the three scores indicated 
may be a partial answer.’* Attachment of the present Council of Eco- 
nomic Advisers to such an official might provide a more effective tie 
between the Council and top operating policy formation than has so 
far been achieved, while maintaining a substantial degree of long-run 
Council planning activities relatively free from current policy-problem 
pressures. 

In the field of monetary-fiscal-debt policy, effective, continuous con- 
sultation between the government’s top monetary-fiscal and lending 
officials on a roughly co-equal basis is essential if the three practical 
steps toward balanced, coordinated policy-making indicated above are 
to be achieved. For practical purposes, assuming continuation of exist- 
ing agencies, these top officials are the Secretary of the Treasury, the 
director of the Bureau of the Budget, the chairman of the Board of 
Governors of the Federal Reserve System, and one (or at most two) 
representative of the lending agencies.** These four officials, with the 
chairman of the Council of Economic Advisers, should be the Presi- 
dent’s chief advisers in the field of monetary-fiscal-lending policy. As 
close members of his official family they need to be continuously aware 
of each other’s plans, to settle most policy issues in the area among 
themselves, and to focus up major differences for consideration by the 
President. In short, together they need to form and put into execution 
the government’s monetary-fiscal-lending policy, subject to the Presi- 
dent’s supervision and the ultimate conditions established by Congress. 

Formation of a-formal, but very flexible, National Monetary Council 
would appear to combine the best experience of the war and postwar 
periods in achieving these goals. Such a council might be composed 
basically of the four officials just indicated, with flexibility to add 
others in dealing with particular issues at either the request of the 
President or the wish of the council members. Such a council probably 
should, like the National Advisory Council, be established by statute 
which would direct the several agencies to consult through this mecha- 
nism, toward establishment of coordinated government policy to pro- 
mote high-level employment and economic stability." 


_ The repeated use of such officials on a more or less ad hoc basis during crisis periods 
is evidence in support of such an approach. Recent experiences range from establishment of 
‘he powerful Directors of Economic Stabilization and of War Mobilization and Recon- 
version during the war, to the more informal use by President Truman of Mr. Steelman 
as continuing economic assistant and his recent use of Secretary Brannon to coordinate 
_ government’s anti-inflation program before Congress. Experience suggests, however, 
that the more ad hoc is the basis of such arrangements, the less satisfactory they are. 
Substantial consolidation of the government’s now sprawling lending activities into at 
most three or four centralized lenders would markedly simplify this problem. 
, Congressional action might take the form of amendment to provide more 


Such 


Cly 
ure 
ven 
the 
ne- 
Css 
ry 
Na- 
ITy 
Cy 
de 
OST 
ich 
ne 
Ces 
LV 
ate 
C 
ual 


1186 THE AMERICAN ECONOMIC REVIEW 


It is crucial that any such council, however, should be specifically 
responsible to the President and should possess extensive flexibility 
as to its mo 'us operandi. Ultimately, the chief executive must be re- 
sponsible for the establishment and execution of the government's 
monetary-fiscal-lending policies, within the framework established by 
Congress. The usefulness of such a council would be to focus up and 
facilitate effective execution of this responsibility, not to prescribe and 
limit the President’s handling of his duties nor to vote formal directives 
to the agencies involved. Excessive statutory rigidity would lead to 
either unnecessary inefficiencies or increased by-passing of the estab- 
lished formal machinery as new-type policy problems arose. Statutory 
status, on the other hand, would help assure continuity between ad- 
ministrations and would provide each incoming President with at least 
a framework around which economic policy-making procedures could 
be organized in the difficult early period of the administration. But in 
the last analysis, the coordinating and policy-forming réle of any such 
council depends basically on its standing in the eyes of the President 
and Congress as the executive group responsible for the stated func- 
tions. It will “work” if it becomes an informal, integrated part of the 
President’s official family. If it does not achieve this status, no amount 
of formal specifications can make it an effective coordinating mecha- 
nism at the top-executive policy level in an area of such vital impor- 
tance to the President, Congress, and the nation.’” 

Establishment of such a council could not guarantee coordinated 
action by the monetary-fiscal-lending agencies, much less by the multi- 
tude of government agencies whose activities directly or indirectly 
affect the level of economic activity. There is no neat, simple road to 
coordination of the many government policies having conflicting eco- 
nomic implications, especially when the major issues involved are 
often in other fields. The most any formal or informal arrangements 
can do is to provide a maximum opportunity for well-considered, co- 
ordinated policy-making. If they guarantee that the inter-agency eco- 
nomic implications of important policies are fully considered prior to 
adoption, that the maximum pressure for coordination consistent wit! 
effective agency operations is applied, and that issues not subject to 
amicable compromise are effectively referred to the President, little 
more can be expected. 


effective implementation for the Employment Act of 1946, which has already _establie 
some mechanism in the economic stabilization policy field, both in the Council 
Economic Advisers to the President and the Congressional Joint Committee on the 
Economic Report. 

** 4 National Monetary Council might advantageously be combined with the existing 
National Advisory Council, which deals with international financial matters. Two members 
would surely be common to both councils. 
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B. Role of Central Bank in Monetary Policy Formation 


fhe nation cannot brook a divided, obstructionist monetary-fiscal 
policy in crisis periods. The old concepts of central bank independence, 
based on a narrow view of central bank responsibilities, have been 
swept away by the realities of modern large-scale government financial 
operations in war and peace, and by recognition of government fiscal 
policy as a powerful countercyclical stabilization instrument. Only in 
neriods of stability and normalcy is it realistic to conceive of congres- 
onal and administration acquiescence in central bank policies against 
the government’s economic policies. 


\t bottom, it is the government’s control over the money (liquid 
sset) supply that is at stake. Viewed in this fundamental light, the 
Federal Reserve’s continuous responsibility to “the government,” both 


the Congress and the President, becomes clear-cut and obvious. The 
real problem is how to obtain the most reasoned, deliberative judg- 
ment as to the proper exercise of the government’s power over the 
liquid asset supply so as best to promote economic stability and gov- 
ernment financial strength in time of crisis. 

\ strong case can be made for combining responsibility for the 
government’s monetary, debt, and fiscal affairs in the Treasury. The 
lreasury has traditionally been associated with control of the govern- 

ent's power of money issue and retirement; it is now charged with 
executive fiscal responsibility. Complete centralized Treasury re- 

onsibility for both would guarantee a unified government monetary- 
fiscal policy in dealing with cyclical economic instability, war finance, 
ind other problems. It should produce expeditious formation of 
licy and flexibility in dealing with crises. It should unmistakably 
locus responsibility through the Secretary of the Treasury to the 
President, who must ultimately be responsible for formation and 
execution of such executive-type functions as monetary and fiscal 
policies. Buck-passing would be far more difficult. 

The case against consolidation of the fiscal and money-creating 
owers in the Treasury is that it may lead to too easy reliance on 
money creatiun, to too easy inflation, to too little emphasis on sound 
‘iscal policies when they require heavy taxation and restricted govern- 
ment expenditures. The Treasury viewpoint, as history demonstrates 
vividly, will almost invariably tend toward “easy money,” almost never 

ward effective monetary restriction when it comes to the action 
‘iowdown. This tendency is greatly strengthened for the foreseeable 
‘uture in this country by the huge outstanding national debt, whose 

intenance at low interest rates and stable market prices will under- 
ndably impel Treasury preferences for easy money conditions for 


1188 THE AMERICAN ECONOMIC REVIEW 


many years ahead, in inflation as well as in depression." 

While this inclination toward monetary ease is uncbjectionable jp 
depressed periods, it precludes strong restrictive credit policies jp 
periods of inflation, in war or peace. The dangers of excessively easy 
Treasury access to additional funds have been recognized for hun- 
dreds of years. They underlie the world-wide attempt during the past 
two centuries to check too easy government inflationary spending 
through establishment of “independent” central banks. But this ex- 
perience has shown the unreality of the assumption that control over 
the money supply can or should be “outside” the government. It em- 
phasizes that if a separate central bank is to play an effective rile 
in the formation of sound monetary-fiscal policy, it must act through 
the government—through influence on the government’s ultimate eco- 
nomic policies, not through obstruction and objection from outside. 

The case for a separate central banking agency is simply that it 
can contribute a viewpoint in government monetary-fiscal policy for- 
mation that is specifically oriented toward the maintenance of over-all 
economic and financial stability. A strong argument can be made that 
only a separate agency, free from the Treasury’s operating fiscal re- 
sponsibilities, can be counted on to advance strongly the case for 
monetary restraint when restraint is needed. A central banking bureau 
of the Treasury could little hope to prevail in Treasury councils against 
the operational needs of large-scale fiscal policies. 

What is needed is an equal hearing for the Treasury and central 
banking points of view in the determination of government policy, and 
then unified action on what policy “the government” judges best. A 
separate central bank can play an effective rdle only if its status is 
roughly equal to that of the Treasury in government monetary-fiscal 
councils. Its job should be to argue the case for monetary restraint 
when restraint is needed, regardless of the narrower debt management 
considerations that may dominate the Treasury thinking; to argue for 
monetary expansion where that is required is to mitigate instability. 

“Tt should be clear that the case for a separate central bank thus rests largely on the 
conclusion that the Treasury will on the whole have an inflationary bias because of its 
operating responsibilities, and will not take the broader view of monetary-fiscal-debt policy 
that may be imputed to a central bank, freer of operating responsibilities and less 
susceptible to the pressures of organized groups in the economy. While this conclusion 
seems to me justified by the historical evidence and by the pressures foreseeably at work 
in the future, others may of course evaluate the evidence differently. 

A strong Congressional directive to the Treasury to place commodity price and/or 


income stability above government security price stability in carrying out its fiscal 
responsibilities would lessen the need for a separate monetary agency. But even such a 


directive could not eliminate the fact that the Treasury’s operating responsibility for 
raising money when needed, coupled with the inevitable human tendency to “play safe,” 
would probably lead the Treasury always to assure overly generous financing facilities to 


itself through its central banking powers. 
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if Federal Reserve-Treasury compromise between equals proves im- 
ansible. the issue should be referred for informal adjudication to the 
eaned National Monetary Council or ultimately to the President 
himself But once a government policy is determined, active obstruc- 
‘onist action by the central bank would be disruptive and untenable. 
Onlv the right to raise crucial issues directly with Congress should re- 
main. and it is well to recognize clearly that this could be exercised 
only on very rare occasions if any effective Federal Reserve rdéle in 
sovernment executive policy councils were to be maintained. 

The meaningful choice thus lies between (a) consolidation of mone- 

ry-fiscal functions in the Treasury and (b) establishment of a more 
important, responsible réle for a separate Federal Reserve. The present 
arrangement provides the advantages of neither alternative and the dis- 
.dvantages of both. On balance, the duality and inefficiencies of sepa- 

te Treasury and Federal Reserve organizations appear to me to be 
justified by the advantages of maintaining in the government an inde- 
pendent credit policy viewpoint.*’ But the greater Federal Reserve 
independence” from the Treasury should be established and protected 
if a separate central bank is to be maintained, and steps should be taken 
to implement the réle envisaged for the central bank in government 
policy formation. 
This reasoning suggests that the potential contribution of a separate 
ntral bank could be best obtained by: 

|. Utilization of some sort of National Monetary Council upon 
which the Treasury and the Federal Reserve would sit with equal 
voice; and 

2. Increased responsibility of the Federal Reserve to the President 
as one active major participant in the formation of executive branch 
economic policy. Further means for achieving this result are con- 
sidered below. 

a -d improvement might be obtained additionally or alternatively 
by making the Federal Reserve specifically responsible for all debt 
management. Thus the Treasury might borrow only, or largely, (at 
least during time of peace) from the Federal Reserve, and the Federal 
Reserve would have the power to issue and deal in its own securities 
vis-4-vis the banks and the public. Coupled with adoption of a se- 
cur rity reserve plan to restore Federal Reserve control over commercial 
bank deposits, this plan might both restore the effectiveness of mone- 
‘ary controls and concentrate responsibility for monetary-debt policy 
in one agency so as to minimize simultaneously the opportunities for 


n effective use of the President’s Council of Economic Advisers to represent a 
monetary-fiscal viewpoint in governmental policy councils would sub- 
weaken the case for a separate Federal Reserve. 
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buck-passing, the chances of divided policy, and Federal Reserve- 
Treasury friction. Full exploration of this rather drastic reallocation 
of powers and responsibilities is beyond the scope of this paper: it 
may merit fuller investigation.** 


C. Internal Federal Reserve Organization for Policy-Making 


Experience suggests four important changes in the internal stryc. 
ture of the Federal Reserve to promote more effective participation 
in government policy formation. 

1. Responsibility for all Federal Reserve policy formation should 
be concentrated in the Board of Governors. The present split responsi- 
bility between the Board and Open Market Committee attempts to 
divide what is indivisible in any meaningful view of monetary policy- 
making; it breeds friction; and it specifies a policy-making body un- 
realistically large for the type of work it must do to be effective. Con- 
centration of all policy responsibility in the Board, coupled with a 
statutory requirement for periodic full consultation on system policy 
with the twelve Reserve Bank presidents, would vest responsibility 
for the nation’s money supply in a specifically public body, appointed 
by the President with the approval of the Senate, while protecting 
adequately the broad regional interests which the regional system was 
aimed to safeguard. Monetary policy must be national and public in 
character; it has no room for regionalism or for special interests. 

2. The Board should be decreased in size to three members, with 
six-year terms expiring at two-year intervals. This would decrease the 
likelihood of a continuing major policy difference between the Board 
and the president, yet retain the maximum quasi-judicial independence 
compatible with effective participation in government policy-making. 
A smaller Board would be in keeping with the realities of Federal 
Reserve relations vis-a-vis the Treasury, and it should provide a more 
efficient mechanism for internal policy-making. It would increase the 
attractiveness of Board appointments to outstanding men, who wil 
seldom long be satisfied with membership on such a Board unless active 
participation in policy-making is involved. Yet in combination with : 
requirement of full consultation with the twelve Reserve Bank pres 
dents on policy issues, it would protect adequately the deliberative 

* 4 similar arrangement is suggested by Professor A. G. Hart, in “Monetary Policy ' 
Income Stabilization” a forthcoming volume of the Yale University Committee on Nations 
Policy. Professor Jacob Viner urged as long ago as 1936 (“Recent Legislation and the Bankin: 
Situation,” American Economic Review, Proceedings, March 1936, p. 118) that 
Federal Reserve should be permitted to deal with the market in its own securities, thous 
he did not propose the further step of Treasury borrowing solely or primarily from \“ 
Reserve. Viner’s suggestion was merely to give the Reserve a power already possessed 
many other central banks. 
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quality of Federal Reserve policy-making. If the need for a Board 
- + dominant, a good case can be made for a single executive head 

- the Federal Reserve, subject to the consultation requirements 
noted. Certainly, as a practical matter the board form is less effective 
in policy deliberations than might be superficially expected, and the 
nolicy contributions of many Board members have apparently been 
negligible during Federal Reserve history to date. 

;. The Board chairman should specifically serve as chairman at the 

of the President. Formal isolation of the chief Federal Reserve 
official from the President’s official family is unrealistic and outdated. 
It only serves as a barrier to the “independent” force which the Federal 
Reserve is expected to exert on government monetary-fiscal policy 
formation. 

4. Federal Reserve power to prescribe reserve requirements against 
leposits should be extended to all insured banks. This is clearly within 
the power of Congress, and is within the spirit of the existing F.D.I.C. 
\ct which prescribes federal surveillance of all insured banks. 

These administrative changes omit perhaps the most crucial con- 
sideration of all for effective monetary policy formation and partici- 
pation in general government policy-making—that of obtaining and 
retaining top-calibre men. With outstanding leaders, the Federal Re- 
serve will play a useful, influential réle in government policy forma- 
tion. Without them it will not, whatever formal administrative arrange- 
ments prevail. The goal of making Board membership more attractive 
to such men should bulk large in any consideration of potential statu- 
tory change; it is implied in the steps suggested above. To these most 
important inducements of increased responsibility and policy partici- 
pation could be added higher salaries and freedom from the present 
special interest requirements that prescribe regional and economic 
group qualifications for Board members. 
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MEMORANDUM ON THE STABILITY OF 
DEMAND DEPOSITS 


By C. R. WHITTLESEY* 


What Mr. Hawtrey described as the “inherent instability of bank 
credit” has long held a central position in discussions of the commercis! 
banking process; it is sometimes made to appear as the predominant 
characteristic of banking and even of the monetary system as a whole. 
The tendency for operations of the commercial banking system to pro- 
duce inflationary effects in periods of inflation and deflationary efiects 
in periods of deflation has been an integral part of the so-called mone. 
tary theory of the business cycle. Measures for combatting the tendency 
for deposits to expand or contract unduly have come to occupy a 
increasingly important place in central banking; indeed, the essential 
function of a central bank is said to be the creation and absorption o! 
reserves for the purpose of promoting economic stability.’ 

The effect of changes in the character of bank assets has been to 
alter the basis on which the alleged instability of bank credit rests. It 
must, therefore, be assumed that the phenomenon itself has been great: 
ly modified. To say, for example, that a severe contraction of the vol- 
ume of demand deposits (comparable, for example, with that whici 
occurred in 1929-33) is no longer possible is less a forecast oi the 
future than a corollary of developments which have already takea 
place. The passing of the “inherent instability of bank credit,” certainly 
as the concept has customarily been understood, is of more than theo- 
retical consequence. In view of the conspicuous place the concept his 
occupied in discussions of business cycles and central banking policy 
the conclusion has important practical implications as well. 


Instability of Bank Credit, Past and Present 


The theoretical explanation of the “inherent instability of ba 
credit” is essentially as follows. Creation of demand deposits is as 
sumed to result from the granting of loans and discounts by commettit! 
banks. The volume of loans and discounts will presumably vary ¥ 


*The author is professor of finance and economics, University of Pennsylvania, # 
economist of the Penn Mutual Life Insurance Company. 

‘Board of Governors of the Federal Reserve System, Banking Studies (Wasnng 
1941), pp. 17-18. 
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‘he dollar volume of business. Rising prices and increasing business 
activity will lead, therefore, to an expanding volume of bank deposits. 
The expansion of bank deposits, in turn, will contribute toward a 
ntinuation of the upward movement of the dollar volume of business. 
rhis combination of relationships provides all the elements of a con- 
will result in a contraction of loans and discounts, the calling of past 
loans. and in the end a contraction of demand deposits. The resulting 
destruction of circulating medium will contribute to a further down- 


1—ComMeERcIAL BANK LOANS AND U.S, GOVERNMENT SECURITIES, 1923-1934 
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ward movement. Such a combination, on conventional quantity theory 
reasoning, provides the basis for a continuing downward spiral of prices 
and business activity.2 The substance of this analysis is that bank 
credit is not only inherently unstable, but is unstable in a manner 
both sympathetic with and conducive to swings of the business cycle. 
The connecting link in this description of the inherent instability of 
bank credit is the granting of loans and discounts by commercial banks. 
Accordingly, it is the diminished relative importance of commercial 
paper, or more specifically, the changed relationship between loans and 
government securities* in the portfolios of commercial banks that pro- 
'C/, the remark that “. . . prices, released from any physical standard of value, would 
Y without limit.” R. G. Hawtrey, Currency and Credit (London, Longmans, 1928), p. 14. 
‘he term government securities as used here refers to Treasury obligations only. 
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vides the principal reason for believing that bank deposits will no 
longer behave in an inherently unstable manner. 

Throughout the 20’s and the early 30’s loans constituted the prin- 
cipal element in the earning assets of commercial banks (Chart I), 
The predominance of loans explains why what happened to the volume 
of loans was looked upon as determining what happened to the total 


CuHart II.—ComMMerciAL BANK Loans anv U.S. GovERNMENT SECURITIES, 1942-1940 
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of demand deposits. In the decade of the 40’s the relationship between 
loans and government securities in the portfolios of commercial banks 
came to be the reverse of what it was 20 years earlier. Today the pri- 
cipal element, quantitatively, among the earning assets of banks is gov- 
ernment securities (Chart II). Thus, it would be consistent to argue 
that changes in their volume will tend to determine the movement o! 
demand deposits. Or to the extent that they prove less volatile than 
loans, their relative stability would tend to moderate the effect 0! 
changes in the volume of loans. Since the volume of government secut!- 
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‘ies held by commercial banks cannot be expected to behave in the 
nner that characterized holdings of loans and discounts, it would 
seem to follow that instability in the volume of deposits such as pre- 
vailed in the past can no longer be anticipated. Instability might con- 
-eivably occur, but it would not be instability of the former type. This 
-onelusion is of substantial consequence, but it is possible to go much 
further than so negative a statement. Not only does it appear certain 
that the volume of bank deposits will no longer behave in the tradi- 
tionally unstable manner;* it is possible to argue that the volume of 
deposits can be expected in the future to behave in a relatively stable, 
and perhaps even stabilizing, manner. 

\t the end of 1945, government securities constituted nearly three- 
fourths of the earning assets of commercial banks. Even with the de- 
cline in bank holdings of governments and the growth of loans which 
occurred after the end of the war, Treasury obligations represented 
over 55 per cent of earning assets at the end of 1948 compared with 
only 10 per cent in June 1929.° Not only is there no reason to expect 
the volume of these assets to rise and fall in sympathy with major 
changes in business conditions; there are historical as well as logical 
reasons for expecting them to move in the opposite manner. Historical- 
ly, it may be noted that between 1929 and 1933, when the volume of 
commercial bank loans fell sharply from 35.7 billion dollars in June 
1929 to 16.3 billion in June 1933, commercial bank holdings of United 
States government securities increased from 4.9 billion dollars to 7.5 
billion (see also Chart I). At that time the proportion of governments 
was too small for the growth in their volume to exert a dominating 
influence on deposits. One may ask what would have been the effect 
on deposits if governments had constituted as large a proportion of 
total earning assets as they do today. If it could be assumed that the 

ime tendencies would have prevailed with respect to changes in hold- 
ngs of governments and non-governments including loans and that only 
the proportions were different, the total of deposits, instead of declin- 
ing sharply as they did from 49 billion dollars to 31.9 billion, would 
nave increased.® The same general pattern of behavior was exhibited 
tll more recently when the volume of government securities held by 
commercial banks declined substantially with expanding business and 
rising prices from 1945 to the middle of 1948. The earlier and sharper 
part of this decline is accounted for largely by the drawing down of 
‘hat is, sympathetic with and conducive to swings in the business cycle. 


i uestion of possible fluctuations in the relatively smaller but still substantial 
is examined below. 


a purely hypothetical comparison, no attempt is made at refinement to 
parison to demand deposits, to eliminate interbank deposits and the like. 
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swollen Treasury deposits, but the decline continued in 1947-48 with no 
significant pressure from this source. Bank loans, on the other hand 
followed the opposite course during the same periods. 

Without suggesting that the correlation is perfect, it appears that 
historical evidence in these years, as also in the period 1919-22, sup. 
ports fairly well the view that bank holdings of governments may move 
contrary to bank loans during major fluctuations in business activity. 
It would be unwise, however, to push the argument very far on his- 
torical evidence, inasmuch as the period since banks became important 
holders of Treasury obligations is short and has been influenced by 
various highly irregular factors.” More convincing support is to be de- 
rived from deductive analysis. 

The logical explanation of the difference to be anticipated in the 
behavior of bank holdings of governments and of loans is primarily 
that the total volume of loans and discounts is functionally related to 
the dollar volume of production and trade while the total of government 
debt outstanding tends, wars to one side, to increase in bad times and 
decline in good for budgetary reasons. It does not follow, of course, 
that the amounts of each type of asset held by banks will vary directly 
with their respective totals. Nevertheless, the totals are at least sig- 
nificant as influencing the supply available for purchase by banks. 

A tendency for the amounts held by banks to vary, generally speak- 
ing, in the same direction as the totals of loans and governments out- 
standing is further strengthened by the consideration given to the 
relative quality of loans and Treasury obligations in different stages 
of the cycle. With a worsening of business conditions, banks not only 
call old loans and scan new loans more closely but in the past they 
have been forced by the supervisory authorities to adopt a more 
restrictive lending policy at such a time.* The adherence by bank 
supervisors and Federal Reserve officials to relatively strict policies in 
the early 30’s in pursuance of what they regarded as the sound prin- 
ciples of commercial banking and the gold standard is well known. 
While a negative attitude toward loans during a depression will pre- 
sumably be less strong in the future, it cannot be supposed to have 
disappeared altogether. Holdings of government securities by banks, on 
the other hand, are wholly safe from criticism by supervisory authori: 
ties; on this point there appears to be complete agreement among 


"For example, the attitude of supervisory authorities, changes in reserve requirements 
uncertainty with respect to interest rates, etc. 

*The 1938 ruling on bank examinations may be assumed to have relaxed somewhat th 
tendency toward greater stringency of loan procedure in bad times. 


* Compare also Homer Jones, “Rules and Procedures in Bank Examinations,” Jour. Po! 
Econ., Vol. XLVIII, No. 2 (Apr., 1940), pp. 183-98. 
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officials and bankers alike. The disposition of bankers to shift to 
freasury obligations in times of growing uncertainty because of the 
high quality of these securities*® is therefore reinforced by the fact that 
they are able to do so without risking the future displeasure of 
examiners.” 
fhe foregoing observations are sufficient by themselves to suggest 
that with the present high proportion of government securities in bank 
portfolios the basis of the “inherent instability of bank credit” has been 
fundamentally modified. This is not to say that instability of bank 
credit has become inconceivable,” but rather that such instability is 
scarcely “inherent” (certainly not for the same reasons) and that it 
cannot be expected to conform to the conventional pattern. 
It is to be observed further that even within the much narrower 
ratio of total earning assets which loans now occupy in bank portfolios 
38 per cent of combined loans and investments of all commercial 
banks at the end of 1948 against 72 per cent in the middle of 1929*°) 
loans can hardly be expected to display as great a degree of instability 
as characterized their behavior in the past. The fact that the volume 
of bank loans doubled between 1944 and 1948 might seem to suggest 
that they are as unstable as ever, but it is significant that the loan port- 
olio differs from that of the past, not only in relative magnitude but 
also in the character of the loans themselves. Today, loans of commer- 
cial banks include a substantial volume of term loans, real estate loans, 
and consumer loans. The contractual maturity on loans of these types, 
consumer loans included, is much longer than that on loans of the 
types which predominated in the past. Because of these differences, 
they are not subject to automatic contraction to the extent that was 
possible earlier, nor is it possible for the banks or the authorities to 
force a contraction of loans to the degree that they could in the 30’s. 
This statement may seem to underestimate the effect of differences in interest rates. 
It reflects, first, a conviction that regard for quality may often be more important than 
rate of return in the decisions of bankers and, secondly, a recognition of the possibility of 


ting return on investments, within fairly broad limits, by modifying their maturity 


; The great influence exerted on the action of bankers by the indicated or anticipated 
Wishes of examiners has not been sufficiently recognized by students of banking. 
iny attempt to analyze the character of the instability that might arise with the 


nposition of bank portfolios would require assumptions concerning interest rate 
ficial support of the security market and attitudes on the part of bankers and 
“upervisory olficials into which it is not possible to enter here. The most reasonable expecta- 
“oh—as is perhaps sufficiently indicated in the text—is that, compared with the past, a 
igh legree of stability of bank credit is more probable than a corresponding degree of 
; a ittempt is made here to discuss investments other than Treasury obligations. It is 
bal ‘€ Uiat separate consideration of them would strengthen the argument rather than 


WHITTLESEY: THE STABILITY OF DEMAND DEPOSITS 


1199 


1198 THE AMERICAN ECONOMIC REVIEW 


Loans to brokers and dealers and loans on securities, both of which are 
subject to severe contraction in a falling market, represented a large 
volume of bank assets in 1929 but are negligible today. In view of these 
various changes within the loan portfolio, bank loans can no longer be 
expected to undergo as great contraction, spontaneous or induced. as 
characterized major depression periods in the past. 

A final factor contributing to the stability of deposits is that cash 
assets, including legal reserves, represent a higher proportion of de- 
posits today than formerly. Indeed, the mere fact that banks are now 
subject to roughly double the reserve requirements that prevailed be- 
fore 1936 means that the multiple of deposit expansion—upon which, 
after all, the “inherent instability of credit” fundamentally rests—is 
about half what it used to be. 


Relation of Deposit Stability to Cycle Analysis 


The probable tendency for holding of government securities to coun- 
teract to some extent changes in the volume of loans and discounts in 
bank portfolios and, therefore, to promote the stability of bank deposits 
has been noted. Even on the conservative assumption that holdings of 
government did not change and that loans and discounts were as un- 
stable as ever, the relative change in deposits would be considerably 
less than in the past. This follows from the fact that loans and dis- 
counts are so much smaller a proportion of the total assets of banks. 
The effect of such changes as may still be induced by variations in the 
loan portfolio will be modified by the fact that the total volume of cir- 
culating medium is now so large. The present situation resembles that 
which once applied with respect to the gold standard when the existence 
of a large stock of gold prevented annual additions to the supply from 
having a material effect on the value of gold. 

The probability that increased stability of demand deposits will con- 
tribute to more stable price levels and business activity is suggested by 
familiar quantity theory reasoning. The possibility that greater sta- 
bility in the volume of deposits will tend to reduce variations in the 
rate of turnover of deposits is likewise familiar. The reasoning 's 
simply that a change in the volume of money, by causing a rise 0! 
fall in prices (again on quantity theory grounds), contributes to 2 
speeding up or retardation of velocity in anticipation of further changes 
in the price level. In other terms, it alters the speculative motive 10! 
liquidity preference. However it is described, such changes in the rate 
of turnover would be lessened, presumably, by greater stability of the 
money supply. 

Less widely recognized is the stabilizing effect on economic activ't) 
which tends to result automatically from changes in the level of prices 
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under conditions of a constant money supply. It has been pointed out 
that with a rise in the quantity of money relative to the volume of 
transactions, there must be either higher prices or greater liquidity."* 
It can also be said that with falling prices and a relatively stable money 
supply there is an increase in liquidity. 

In simplest terms, every decline in prices is an increase in the 
purchasing power of the dollar; if the number of dollars remain con- 
stant, the total money supply constitutes a larger sum of available 
purchasing power. With a stable money supply, rising prices reduce and 
falling prices increase total purchasing power in the hands of holders 
of money, meaning by total purchasing power the sum of goods and 
services which their money collectively represents. Total effective 
demand—that is, what actually is bought—does not necessarily in- 
crease with falling prices since rate of use of money may conceivably 
decline by enough to offset the increase in the goods equivalent of 
money. But potential demand—what can be bought at the velocity 
prevailing previously—necessarily does expand with falling prices and 
a constant money supply. Moreover, the probability that this poten- 
tially stabilizing influence will be defeated by a decrease in velocity 
should be less, as was previously noted, with a constant than with a 
contracting money supply.*® 

To the effect which falling prices may have on the community’s 
liquidity through the money supply must be added the similar effect 
they may have on “near-money” and other types of liquid assets. The 
purchasing power represented by holdings of time deposits, war sav- 
ings bonds, and other government obligations likewise increases, dollar 
for dollar, with a fall in the price level. In the past the volume of non- 
cash liquid assets was likely to decline with falling prices, and to the 
extent that they were in the form of obligations other than of the 
Treasury their quality was also likely to deteriorate. For both reasons 
the sum total of liquidity represented by non-cash assets, far from 
increasing, was almost certain to diminish in times of falling prices and 
worsening business conditions. In the case of the liquid assets for which 
the United States government is directly or indirectly responsible, this 
will no longer be true. For a significant segment of the assets, more- 
over, the Federal Reserve Banks provide an added source of liquidity. 


ann a Principles and Practices of Money and Banking (New York, Macmillan, 1948), 


‘n alternative terminology, a change in prices alters the amount of money that has 


be held to satisfy the transactions motive for liquidity. With a constant money supply, 
: ‘is exerts a stabilizing tendency on the price level, except as the tendency is offset by a 
- ‘rary elfect on the speculative or precautionary motive. The possibility of an offsetting 
. ect would still exist, but presumably would be less strong than where the volume of 


Jeposits was also changing. 
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Thus we now have, in addition to a large and stable money supply, a 
large volume of other liquid assets whose liquidity seems assured. 
If, then, the total volume of money and other liquid assets remain 


approximately constant, rising or falling prices produce an automatic v 
stabilizing potentiality through reducing or increasing the sum total of in p 
purchasing power which these assets represent. The importance to be incli 
attached to this factor does not rest on acceptance of the view that the the 
total of these assets will be completely stable. The same consideration bala 
applies in whatever degree the volume of money and other liquid assets tain 
is less unstable than in the past. pote 
One of the principal contributions of Keynesian economics was to but 
emphasize the effect of falling prices, including wages, on income and the ; 
therefore on the chief source out of which expenditures could be made. to c 
While this line of reasoning stressed that “every level of production is optit 
potentially self-financing,” it served to discredit the view that recovery tent 
could be achieved through the sort of price and wage reduction pric 
favored by those who advocate achieving adjustments by means of purc 
price flexibility.**® the 
The logical conclusion from what has just been said about the rene 
importance of a constant money supply is that in the future the tacit 
classical assumption of a more or less constant total demand may , 
become rather more realistic. Because of the size of liquid assets and N 
their probable greater stability, it can no longer be assumed with the eas 
former certainty that falling commodity prices and wages will cor- of t 
respondingly reduce total spending. To an extent that was never pos- ee 
sible in the past, a reduction in spending out of income may, conceiv- who 
ably, be compensated by an increase in spending out of liquid balances. ot th 
We now have a situation, therefore, where the classical assumption of inter 
an elastic demand with falling commodity prices and wages might tend "ne 
to hold true. how 
Translated into more concrete terms, this means that in a period o! of th 
falling prices the community, as a whole, including businesses and u 
individual consumers, may experience little or no shrinkage in the a8 
size of liquid balances. While the balances may be shifted about, the : “ 
bulk of them, probably, will continue to exist somewhere in the ecor- e - 
omy: most of the money and near-money will still be present. Inci- ap) 
viduals and businesses which were holding working balances and 
ances for some particular use in the future are not likely to find these me 


* There has frequently been a tendency to relate total effective demand too exclusively 
to income, and to disregard the possible relation of liquid balances to anticipations, invest: 
ment and the consumption function. This sort of “crude” Keynesianism is suggestive © 
the crude quantity theory reasoning which characterized an earlier stage of monetaty 
thinking. 
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balances vanishing before their eyes to the same extent as happened, 
say. after 1929. There would seem to be a greater probability, there- 
fore. that they will employ these balances for their intended purposes. 

While the possibility, based on past experience, of a further decline 
in prices would still tend to discourage buying at current levels, the 
inclination to spend at each new low level would hardly be checked to 
the extent that it formerly was when the size of the public’s cash 
balances was going down along with prices. The potentiality of sus- 
tained spending is not, of course, the same as the actuality. Even the 
potentiality constitutes a significant difference compared with the past, 
but in addition the potentiality not only permits but tends to produce 
the actuality: to whatever extent the potentiality is exercised it helps 
to check the decline, contradict pessimistic anticipations and induce 
optimistic anticipations. On the other hand, to the extent that the po- 
tentiality of increased purchasing is not exercised and the decline in 
prices continues, the greater is the rise in real value, i.e., in potential 
purchasing power, of liquid balances and the greater the magnitude of 
the demand that can result from this source when spending is finally 
renewed. 


Implications for Monetary Policies 


No one would insist that the present monetary outlook is altogether 
reassuring. The ability of member banks to convert a large proportion 
of their assets into reserves more or less at will may appear, for 
example, to constitute a danger of serious credit expansion. For those 
who still retain confidencé in interest and discount rates as regulators 
i the volume of credit, moreover, efforts to maintain relatively stable 
interest rates may suggest resulting instability elsewhere. Whatever 
instability in the volume of credit may exist in the future will rest, 
however, on a different basis from that which gave rise to the concept 
of the “inherent instability of bank credit.” 

rhe different basis of possible instability of bank credit implies that 
monetary policy in the future must be of a different character from 
What It was in the past. The probability that future fluctuations in the 
volume of bank deposits will be smaller carries the further implication 
_ at monetary policy as we have known it will be less important than 
in the past, if for no other reason than that monetary policy has tradi- 
tionally been directed primarily toward influencing the volume of cir- 
| culating medium. Greater stability in the supply of money implies, in so 
lar as the quantity theory has any validity at all, a more stable level of 


ine tor 


. eg ing discussion is still based on the assumption that the total of money and 
> remains nearly constant. The reasoning applies partially, however, as long as 
‘Is less unstable than in the past. 


d 
C 
f 
e 
| 
| 
0 | 
d 
| 
yf 
e 
if 
a 
| 
| 
f 
e 
> 


1202 THE AMERICAN ECONOMIC REVIEW 


prices. Such changes in prices as do occur may tend to be associated 
more closely with changes in the rate of use of money and less Closely 
with the total volume of money. This also would have policy implica. 
tions, as will be noted presently. 

To the extent that the volume of circulating medium maintain; 
greater stability than in the past, it would seem to follow that the 
reduced effectiveness of the familiar instruments of Federal Reserye 
credit control is likely to be less serious than is now currently assumed, 
This would not be because the loss of effectiveness is less than has 
been alleged c: ')ecause changes are to be anticipated which will restore 
their potency.’* it would be because these instruments of credit control 
are primarily devices for influencing the quantity of money, and the 
quantity of money had become a less volatile factor. 

Assuming that the foregoing interpretation is correct and the total 
supply of circulating medium maintains a relatively high degree oi 
stability compared with the past, it would seem that monetary policies 
of the future must be directed more to the use of money and less than 
heretofore to quantity. Selective credit controls are free of many of 
the shortcomings that attach to the more traditional instruments of 
policy and may be expected to assume greater importance. While they 
have their quantitative aspects, their focus is on non-monetary rather 
than monetary forms of credit. Moral suasion and other psychological 
methods of influencing business would be likely to experience greatei 
development, along with new methods yet to be discovered. The 
vacuum left by the declining importance of monetary control would 
still further direct attention toward the use of fiscal policies, which are 
uniquely adapted to influencing the behavior rather than the quantity 
of money. Those who fear the rising importance of fiscal policy must 

“Mr. Randolph Burgess is authority for the statement that the principal effect o! 
changes in the discount rate was psychological: “The most powerful influence of a rate 
change is . . . psychological. . . . The rate change was a pronouncement by well-informe’ 
men concerning the credit situation made at a time when a change in direction of move- 
ment was ready to occur or was in process due to other causes.” The Federal Reser 
Banks and the Money Market (New York, Harper, 1936), p. 230. According to this view 
a change in the discount rate was a form of sign language by which the Federal Reserve 
indicated its judgment concerning economic conditions. To say, as Mr. Burgess has 
elsewhere done (National Debt Series No. 7, Committee on Public Debt Policy _ 
York, 1948], p. 10), that loss of the discount weapon seriously interferes with the _ 
of the Federal Reserve Banks to control credit is to imply that there is no other way " 
which the Reserve authorities can satisfactorily indicate their opinion concerning the re 
of economic activity. Needless to say, I believe the first point of view is valid but net 
second. With respect to the future, it is to be noted that the loss of Federal Reserve -” 
trol over member bank reserves occurred when interest rates rose in 1947-48 to the - no 
set by the Federal Reserve (prices of governments fell to the support levels). For reasons 0 
should have been apparent at the time, this movement was temporary; with the ™ 


in prices of governments above the support levels (decline in interest rates), the conditio! 
of extreme weakness was largely overcome. 
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draw what encouragement they can from the hope that, with a more 
sable volume of money, business fluctuations will be more moderate 
ail ‘herefore, there will be less occasion for fiscal and other policies 
for influencing business activity! 

Greater stability of the money supply should tend to cut the ground 
from under the principal criticisms of the financial system and the 
leading proposals for financial reform. The “inherent instability of 
hank credit’ was the basis of the chief attacks on the banking system. 
To the extent that it was regarded as a cause of cyclical fluctuations, 
it was the basis of some of the most persistent criticisms of the entire 


trol free enterprise system. Many of the plans for banking and monetary 
te reform which bankers have found most objectionable, such as Fisher’s 
100 Per Cent Reserve Plan and the recent proposal advanced by the 
+ Federal Reserve Board for a special security reserve, are pointed 
0! HM directly against the traditional instability of bank credit.’ 
_ Amelioration of the inherent instability of bank credit and the 
~ emergence of a large and probably more constant volume of money and 
, : near-money are legacies of the Great Depression and the Second World 
a War. It is a curious thought that two such great disturbances may have 
re contributed substantially to the future stability of the monetary mech- 
ical anism and even, perhaps, of the general level of economic activity. 
a Basic to this potential stability of the money supply is the size and 
“ distribution of the federal debt. Thus it may turn out that the national 
S debt, whose growth filled the financial community with continuing dis- 
a may, will have become a bulwark of its strength and stability. 
ut 


he immediate purpose of the security reserve proposal, of course, was to limit the 


er of member banks to force the Reserve Banks to create reserves. 
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THEORY OF THE FIRM: SOME SUGGESTIONS 
FOR REVISION 


By W W. Cooper* 


To date the formal theory of the firm as presented, say, in most eco- 
nomic textbooks has successfully withstood various complaints and 
criticisms. Whatever sympathy we may tacitly feel concerning the 
validity of some of these complaints, the general feeling seems to be 
that this theoretical apparatus forms an indispensable tool for economic 
analysis. Without it (or some variant) the economist has no tools sup- 
plied from his discipline and is forced to rely instead on whatever judg- 
ment or insight he individually may possess. 

One of the more serious charges that can be leveled against this 
theory concerns the rich variety of problems that preoccupation with 
this mechanism has excluded from the purview of the theorist. He has, 
perhaps, been somewhat too hasty in brushing aside fairly common 


patterns of business behavior as irrationality, frictions, or other cate- a 
gorizations. The following item from the Wall Street Journal’ discussing reten 
recent price behavior of canned and frozen foods furnishes a case in sT 
point: 
Four boom years of record farm income have buttressed the bargaining ‘T 
position of growers. Often in prewar, pressure from bankers to pay off notes orgar 
frequently forced them to settle for prices below their wishes. Today they and | 
enjoy unprecedented financial independence. wh 
Canners are reluctant to pay the prices the growers ask (in the face of ats 
large surpluses of canned and frozen foods) ; so the contracting for crops lags. 0 dis 
A cannery association spokesman says: “‘Everybody is playing it cagey— 0 di 
holding back, sitting down and taking a look at inventories around the policy 
country, and waiting for the other fellow to make the first move.’ leade 
ton ; 

Explanation of such behavior patterns is awkward within the con Ay 

a lars 

fines of strict profit maximization. The all consuming category of uncer: se 
tainty may be brought into play, but even this analysis becomes labored price: 
when it is noted that similar production conditions and price wcer- a 
Asa} 

billin: 

* The author, who is associate professor of economics at Carnegie Institute of Technol ‘J — 
expresses indebtedness to Professors Kenneth Boulding, Jacob Marschak, and M. W -_ reseey 
for encouragement and suggestions. He has also had the benefit of discussions of an eather = 
draft with Professors James C. Bonbright, James L. Dohr, and William Vickrey as well a8 P 3 


colleagues at Carnegie, particularly Professors G. L. Bach and Richard Cyert. 


! Vol. CXXIX, No. 31, Thursday, February 6, 1947, p. 1. See also Vol. CXXVIII, \ 
119, Monday, November 18, p. 1. 
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of uncertainty theory as applied to the firm is that we have no effective 
measuring instrument.) A case might be made, it would seem, for analyz- 
ing the efiect of the cash position of these “‘firms.’’ In particular, a case 
might be made for analyzing the relation between cash position? and 


control retention—or, more generally, between liquidity, profit, and 
contre 

The problem of control retention may be divided into two parts, 
what might be called the “‘inside’’ and the ‘‘outside”’ problems.’ In the 


” first direction lies the task of formulating an adequate theory for de- 
nd scribing the behavior of agents appointed by the entrepreneur and sub- 
the jected to specific control mechanisms.‘ In the second direction lies the 
) be province of top management. Since the first problem will be dealt with 
mic at greater length in a subsequent article, attention will be here devoted 
slip primarily to the second. 
10g One of the characteristics that distinguishes top- from lower-echelon 
management is the problem of administering the equity accounts*— 
this 
vith Various measures of cash, or liquidity, position might be adopted such as absolute cash 
with position, quick ratios, current ratios, etc. ; 
has, Such analyses might also throw considerable light on oligopoly behavior and the condi- 
non ns under which “‘discipline” can be maintained. It seems reasonable to expect that when 
ate. ash position has deteriorated to where control of the individuai firm by the entrepreneur is 
os imperiled, quite different behavior patterns may emerge than when cash position and control 
sing retenti.n are “‘secure.” 
> IN Che problem of terminology is difficult. Since the words micro and macro have already 


lrawn into economics with specific meanings, the terms ‘‘atomistic” and “‘subatomistic” 
ayers of the firm’s operations might be used to describe the distinction drawn above. 


[t is surprising, for example, how high one can go in the official hierarchy of many large 
ganizations without being able to locate persons who are familiar with the prices of factors 
preducts with which they are dealing. I have elsewhere argued for the need for an 
approa h to economics as an aspect of administration, including the problems of delegation 
and cor [n a complex operation it is fairly common for even top management (including 
‘he entrepreneur) to know neither costs nor prices of particular commodities or orders. I hope 

tiscuss the techniques of cost control in a subsequent article. As for prices, it is necessary 

‘0 distinguish between specific pricing of the kind generally posited by theory, and a price 

icy tor gene ral commodity lines—e.g., ‘‘meet the market,” “lead the market,”’ ‘follow the 

fader,” “cost plus,” ete. Top management frequently confines itself to over-all policy forma- 
n and review 


1 


\ vivid illustration of what is involved has recently been drawn to my attention involving 
‘ ‘arge, nationally famous corporation which is generally regarded as something of a model 
‘etiaent business administration: The board of directors was convened to consider raising 
Prices—1.e., changing the policy—over a wide variety of lines. Preparatory to the decision, 
‘ain subordinates had ca!culated price indices for the first time in the company’s history. 

! these calculations, it was discovered—because of delays between new orders and 
an automatic price increase of considerable magnitude had already come into effect. 
; "€ company would thus receive many millions of dollars in revenues that had not been 
‘xpected and the losses would automatically disappear, the proposal to “increase 
as abandoned. 


Since th 


oth liabilities and net worth, including the problem of dividend declarations—a 
m, j should be noted, about which contemporary theory is almost entirely silent. 
“owing quotation from Edwin L. Cady, Industrial Purchasing (New York, John Wiley 


= 
| tainties have at times produced opposite results. (One of the difficulties 
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of so arranging the corporation’s assets as to be able to meet impending 
claims and avoiding baukruptcy.* Down-the-line management has vir. 
tually no contact with these problems. Neither “meeting next Thurs. 
day’s pay roll” nor arranging financing is their immediate concem, 


& Sons, Inc., 1945) p. 171, is of interest in its discussion of division of responsibility between 
the purchasing agent and top management: 

“Cash positions of companies make big differences. During business depressions as many as 
90 per cent [sic] of all companies may find it hard to meet their weekly payrolls. If this is the 
case, inventories must be kept low no matter what the advantages of using them, unless the 
bankers will lend the company money with the inventory as collateral, or the company cap 
borrow on some other basis so the payrolls can be met. ; 

“Because of these (and other) factors . . . the control of inventory is seldom completely 
in the hands of the purchasing agent. Usually this is a subject for the financial management of 
the company including the president and the treasurer . . . .” 

® Not only in the equity and statutory sense, but including quasi as well as legal reorgani. 
zation. Again it should be noted that theory has been almost entirely silent on this important 
subject. (There is, of course, the notion of economic failure, but as N. S. Buchanan notes ip 
“The Economics of Corporate Reorganization,” Quart. Jour. Econ., Vol. LIV, No. 1, p. 29, 
“‘An examination of the theoretical literature in economics reveals that writers have appar. 
ently not thought it necessary to define ‘failure’ and rarely even employ the term. ...”) 

Lack of theoretical analyses of bankruptcies and insolvency is surprising not only because 
bankruptcies represent an important imperfection but also because they tend to happen under 
circumstances and at “‘rates” (at phases of the cycle) which admit of ‘‘rationalized” solutions— 
both in the strict and broad sense of that term. 


7 In economics, neither cash nor accrual concepts are ordinarily distinguished. As for profit 
maximization, it is difficult to discover by reference to economic literature whether it is rate 
of return on net worth, on cost, on sales, etc., which is being maximized. Throughout this 
article, it is profit in the accrual sense that will be utilized. 

The above comments suggest the possibility of analyzing factor substitutions in terms not 
only of price but also cash flexibility. Labor, for example, whatever its price flexibility may 
be, is notoriously unyielding in terms of cash demands. Bondholders and stockholders, on the 
other hand, have often conceded short-run cash for the prospect of long-run price increases 
for their services. The following quotation from an article, ‘‘Union Responsibility Based on 
Information,” Labor’s Monthly Survey, Vol. 9, No. 11, p. 6, prepared by the American Feé- 
eration of Labor instructing its members on the use of financial statements is of interest in 
this connection: 

‘* . . Most of its [the specimen company being analyzed] working capital is in inventones 
and accounts receivable, and it must count on selling its products quickly and collecting i's 
bills promptly in order to meet its obligations. This means that if a large new order came it, 
the company might be pinched for cash to buy materials and hire more workers. Worse ye! 
if business dropped off and inventories sold more slowly the company might be short of cash, 
and in this case its first move might be to lay off workers. Adequate working capital helps ® 
make workers’ jobs more secure.” 

The company selected by the union for analysis is indulging in overtrading, as judged by the 
ratios of net sales to tangible net worth and net sales to net working capital. Cf. Roy A. Foulke, 
Practical Financial Statement Analysis (New York, McGraw-Hill, 1945), Chaps. XIV and XV 
Should the company grant the recommended wage increase, serious impairment of its ©*s! 
position would result from the reduction in government equity through the draw-down © 
accrued taxes. The union notes, in fact rests a large part of its case, on the tax reduction 
charged to profit and loss but does not project this effect into the balance sheet. Marked d 
stability upon the occurrence of unforeseen factors is, of course, characteristic of compan 
engaged in overtrading—frequently highly profitable companies—and is what makes financi® 
analysts cautious in approaching them. In view of the subject of this paper it is worth quains 
Mr. Foulke’s recommendation (Joc. cit.) on the profitable Ladies Coat Company, Inc., whict 
he has selected for analysis: ‘“The only answer to overtrading [for this company] is for the 
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it is in this direction that control retention lies. Put somewhat 
differently, control retention frequently involves questions of recon- 
<iliation between profit-and-loss statement and balance-sheet con- 
siderations. 

Turning to strictly theoretical aspects, it might be said that eco- 
nomics has at least two theories of the firm: the banking firm and the 
business firm. Wth slight exaggeration, it may be said that the theory 
of the business firm is presented entirely from the profit-and-loss state- 
ment point of view, while the bank is analyzed in terms of its balance 
sheet. In one case, an elaborate paraphernalia of cost and demand curves 
serves as the foundation of analysis. Profit maximization reigns supreme. 
In the other case, this apparatus disappears. Attention is focused on 
balance-sheet position, and primary emphasis shifts to liquidity (reserve 
maintenance) considerations as a means of meeting equity commit- 
ments deposits). 

It seems fair to assume that a more general theory of the firm, whether 
of the bank or business variety, would ifgvolve both balance-sheet and 
profit considerations. Moreover, control considerations need to be built 
into the theory. After all, the entrepreneur is not interested in maximiz- 
g profits per se. It is his profits that he seeks to maximize. Loss of con- 
trol in the pursuit of profits may succeed only in maximizing someone 
else’s profits. Fortunately, the problem of control maintenance (at the 
atomistic level) and the introduction of balance-sheet considerations 
seem to point in the same direction. 


Control Maintenance at the Atomistic Level 


Numerous methods suggest themselves for dealing with the problem of 
control maintenance at the atomistic level. For convenience, these num- 
erous methods may be divided into the “direct” and “indirect” ap- 
proaches. Professor M. W. Reder for example, has used a variant of the 
former in his article, “A Reconsideration of the Marginal Productivity 
Cheory.”’* In his approach, Dr. Reder assumes that an entrepreneur is 
confronted with two profit-output timepaths. The greater of the two 
profit paths, while abstractly more desirable, involves securing capital 
on terms, which, while financially advantageous, imperil control.’ 
Reder concludes that it is quite possible that the entrepreneur will not, 
as profit- maximizing theory implies, necessarily choose the greater of 


management to plan and budget its operations so that [the highly profitable] net sales will 
hot exceed a certain amount, that amount to be predicated upon the level of liabilities that will 
be incurred ‘a ring the high point of the season, and the income [converted to liquid assets] 
ms On time with a reasonable margin.” 

Jour. P; . Econ., Vol. LV, No. 5 (Oct., 1947), pp. 450-58. 

“§., the lender may require deposit of the controlling stock interest as collateral which the 
~. OWer agrees to forfeit under stipulated conditions. Other cases such as dilution of equity, 
etc., spring readily to mind. 
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the two paths.’® Although Reder does not develop his formal analysis 
further, he points out that it has serious consequences for various parts 
of economic theory." 

Although this approach has the merit of bringing the control element 
directly to the fore, it also presents certain difficulties. For one thing, 
it is inflexible; for another, it is exceedingly difficult to obtain direct 
measures of control.’ It does not adequately take into account various 
alternatives that the entrepreneur may have available. He may, for 
example, choose and select customers; he may offer differing discount 
arrangements; and he may use the business itself (perhaps at the ex- 
pense of present profits) as a means of raising funds.” 

In any event, the direct approach has been explored to some extent. 
Attention will therefore be directed here to the use of an indirect ap- 
proach. For this purpose it is necessary to combine balance sheet and 
income statement measures. Since the balance sheet, which yields meas- 
ures of liquidity, is primarily concerned with stocks (rather than flows), 
certain difficulties may be encountered. For the most part, these diff- 
culties may be avoided by combining balance sheet with income state- 
ment measures. Thus, liquidity position may be defined in terms of a 
turnover rate of, say, cash to sales; profit may be defined as return on 
net worth, etc. To a large extent the choice of measures is arbitrary and 
will depend on the nature of the particular problem. The notion should, 
however, be clear. Two variables may then be defined: M(t), cash posi- 
tion, and x(t), profit position, at time ¢. Similarly, output position is oscilla 
defined as g(t). From these variables, two preference functions may be will tu 
constructed: varies. 


(1) M(t) = 
(2) r(t) = | 


‘© The choice will certainly depend in part on the difference in potential profits yielded by 
the two paths. 
't On tax incidence theory, for example. In this connection it is perhaps worth quoting 
results of the empirical study by J. K. Butters and Ralph Lintner, The Effects of Taxes o 
Growing Business (Boston, Harvard University, 1945), p. 2: 
‘‘High corporate taxes restrict the growth of small companies: (a) By greatly reducing he 
attractiveness of risky expansions to the managements of small companies; (b) By curtailing 
the amount of capital available from retained earnings to finance such expansions; and \ 
By making the acquisition of outside capital on satisfactory terms much more difficult. 
2 E.¢., the greater-than-fifty-per cent stock ownership criterion of the SEC and the ninet)- 
per cent criterion of the federal tax laws have alike been found inadequate. No better alterns 
tive has been devised despite much effort. The point need not be labored; it is evident to al 
who have attempted to formulate statistical indices of business concentration. 
‘8 The latter alternative is, of course, one variant of what E. A. G. Robinson in The Struc ' 
of Competitive Industry (London, Nisbeth & Co., Ltd., 1932), Chap. VIII, describes as’ rushing 
the pessimum.” 
Footnote 10, supra, also describes an alternative which Reder does not discuss. Persons (0 
go into business to make profits and are willing to take risks for the sake of greater profits. 
4 Or to avoid difficulties arising from the possibility of maintaining, say, cash constant via 
borrowing, indices of quick or current ratios to sales, profits, etc., may be computed. 
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ay then be combined into a single preference function: 
g(t) = F[M(t), 


Now the entrepreneur may wish to explore the neighborhood of his 

m values, or he may be subjected to certain “‘shocks”’ or “er- 

lo analyze his behavior in the neighborhood of equilibrium the 
owing function is constructed: 


q(t + 1) = f[M(d), ]; 


In words, output at time (¢+1) is dependent on cash position and profit 
at time ¢. In contrast to (3) which represents a desired or satis- 
actory position, (4) may be depicted as representing actual position. 
The two equations may then be combined, and for equilibrium, or sta- 


lues, the following result obtains: 
Aq(t) = g¢+ 1) — =f—F=0. 


Numerous types of curves and forms of behavior about equilibrium may 
analyzed with the aid of this equation,” but attention will be re- 
ted to a few cases of special interest. 


Oscillatory and Non-Oscillatory Behavior of the Individual Firm 


[here are two basically different types of (stable) business behavior: 
atory and non-oscillatory.” As is perhaps obvious, the distinction 
!turn on whether cash and profit position move together when output 
varies. Both cases are presented in the following graph”: 
In this diagram (Figure 1) points AA and BB represent points of 
brium in the sense that g(#) =q(t+1) and F, the desired position, 


5), it will be noted, is a general form of difference equation in which a variable 
time is made a function of the same or other variables at another point in time. 
ssor Samuelson has analyzed, mathematically, a similar equation. See Foundations of 
mic Analysis (Cambridge, Harvard University Press, 1947), pp. 302 ff. As he notes, it 
e qualitatively different types of behavior about equilibria points. 
be further subdivided into stable, unstable, and neutral behavior. In the in- 
ity and compactness attention will generally be restricted to stable cases. 
t is the derivatives which are of interest. Monotonic stability is yielded by 


oF of 
aM oF of Dé 
Or Or 


stability is yielded by 0>(dr/dM)>(D%j/D2,). In these equations dr/dM is 
‘te of increase of x with a given increase in M. dF /0M and dF /dr represent the de- 
marginal cash and profit requirements of production, while F/M and df/dx represent 
requirements. Their differences, represented by D¢y and Dt, may be called ‘‘dis- 
actual from desired position; of course, actual may exceed or be less than (or 

- esired. In general, then, stability is achieved or not according to whether 
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consists of a 45° straight line through the origin.'® The two curves. f, 
and f2, represent paths of actual movement. Thus, if a displacement to 
the right to, say, g(to) occurs, it will be seen that actual cash position js 


q(t+1),M 


44, 


qfte) tel) qt) te) 


Ficure 1 


ena 
dr Dy | 
Df |" 

ande 

That is, whether the actual total rate of expansion is numerically less than the ratio of the dis- 
placements. 

When the equality sign holds, (first order) neutrality results. When the open end of the in- both a 
equality sign faces right, stability occurs, and when it faces left, instability occurs. Stated in is force 
words, stability requires that, whatever the absolute rate of expansion, (the ratio of) displace- 
ment of actual from desired position must be numerically even greater. When they are just 
equal, the firm remains where it is (or oscillates in a fixed region) since it is no better off on with tl 
moving from its new position. (Graphically, neutrality occurs when f is a horizontal straight 
line or is orthogonal to F.) When the expansion rate exceeds displacement, disequilibration 
occurs: the firm once set in motion continues to expand or contract. The division between os ’ With 
cillatory and non-oscillatory motion is marked by a horizontal line while the division betwee! interprete 
oscillatory stability and instability is marked by a line perpendicular to the F curve. than cask 


DOSITIO 


liquid | 


'® The meaning of this line will subsequently be made more clear. For the present, sullice 
it to say that it not only presents the principles involved most simply but that F also has ths 
shape and position by virtue of the definition of equilibrium adopted—i.e., g(/+1)=9'' 
This definition which is most closely allied with statics is, of course, arbitrary. It would be ‘a 
possible to define equilibrium as existing when g(t+1) =kg(t), where & is some constant, 0 a th 
more generally, g(¢+1) =y[q(t)]. The latter definitions would be more appropriate to dynam! The i 
cal systems where equilibrium is moving through time. a 
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low the desired (viewed vertically) while actual profit position is above 
esired (viewed horizontally) for this level of output." 
\long f; both cash position and profit position would be more satisfac- 
- (at this level) for output g(to+1) and so adjustment is undertaken 
the direction indicated by the arrow. The firm is, however, con- 
trained to move along f; and so when q(¢o+1) is reached, the situation 
|| unsatisfactory (although in less intense form) and further con- 
ion is undertaken until equilibrium is reached again at AA. If the 
equilibrium point is overshot to g(to) on the left, then profit position is 
nsatisfactory while cash position is more than satisfactory. Expansion 
will then occur until AA is reached. Thus, an actual path of the type fi 
; stable on both sides with one-way equilibrating motion occurring in 


tions. 

g to the fz curve, a displacement to g(to) may again be visual- 
is occurring to the right of the equilibrium point BB. This level of 
ind profit position is not appropriate to g(éo) but rather to q(to+1) 
a it of BB. As adjustment is effected to this level, however, the 

trepreneur finds himself in a more favorable position and expansion 
With diminishing oscillatory movements, return to equilibrium 

is effected. 
is worth while now to try to analyze the economic factors that seem 
behind these movements. It will be noted that in both cases, cash 
fell below the desired level at q(to). For the f; curve, upon dis- 
nt to the right of equilibrium, cash position decreases relatively 
increases absolutely; for the f2 curve, cash position decreases both 
atively and absolutely. An economic interpretation of these phenom- 
' the following character is suggested: One-way stability occurs 
the f, case because the absolute increase in cash position with ex- 
panded output allows the firm, despite its relative decrease in cash 
tion, to adjust its output step by step to a satisfactory level. When 
an absolute and relative decrease in cash position occurs, the firm 
iorced to make a more violent adjustment in an effort to restore its 
id position. The firm thus contracts beyond its point of equilibrium; 
th the relative and absolute increase in cash position it may then ex- 
pand beyond the equilibrium point and recoup its profit position. And 
With the assumptions implied by linearity, and uniqueness of the F curve, this can be 


ted to mean that stability implies that profit position increases at a less rapid rate 
position multiplied by a proportionality factor. For (dF /dr) =(@F/dM) =1, and, 


€ =1/k ata point g(to), then ( these two slopes are orthogonal. 


ou 

aus, we have 0<(dw/dM) <(1/k), or, dr<(dM/k). The weighting factor, 1/k, is yielded 
‘ne rate of increase of cash position; its reciprocal, k, is the profit weight. Stability then 

npues that k<1, neutrality that k=1, and instability that k>1. This is merely another way 

ating that stability requires that the actual rate of increase must be less than the desired. 


d€ signs, incidentally, are reversed when k<0.) 
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so on. The firm constantly exchanges cash for profit position, via oscil- 
lations in output, until equilibrium is restored.” 

What cases in the real world are likely to correspond to these types of 
behavior? It is impossible to answer this question without exhaustive 
empirical investigation.” The world of theory, however, suggests certain 
cases. In many textbook discussions, at least, a sharp distinction js 
drawn between the theory of the bank and the business firm.” As noted 
at the outset, one distinction lies in the direction of profit-maximizing 
and liquidity-preserving behavior. Another distinction, which is not al- 
ways articulated, is that the theory of the business firm is presented in 
terms of equilibrium analysis while the theory of the bank is presented 
primarily as a disequilibrating process. Few, if any texts, discuss the be- 
havior of the bank in the vicinity of equilibrium.” It is fairly obvious, 
then, that both discussions must be reduced to the same common 
denominator before comparisons can be drawn. This may, perhaps, best 
be done by investigating the behavior of these two types of firms in the 
neighborhood of equilibrium.™ 


20 Numerous other cases can be visualized by drawing appropriate curves. The firm may 
upon contraction beyond equilibrium find itself still unable to restore its cash position and 
further contraction occurs; on the other hand, the increase in cash position may be so large 
as to allow it to move forward to a new (ultimate) position of equilibrium, etc. Both stable and 
unstable and combined cases can easily be constructed. Moreover, the analysis can be con- 
ducted from the profit side (by reversing the axes of M and =), but the principle will remain 
unaffected. 

2 The cash sales of certain types of “‘credit” sellers, which seem to occur with relative 
frequency, at least in certain types of retailing, seem to give evidence of oscillatory behavior 
It is not possible to tell with certainty, however, whether such sales merely represent sharp 
trading practice. 

2 In what follows it should be understood that it is the main outlines of formal theory 
that are being discussed rather than such theory as modified and qualified by particular 
teachers or research personnel. Such persons may make substantial modifications in their use 
of textual material. Conversations with numerous economists have convinced me that the above 
presentation is probably, at most, a presentation of these modifications in more systematic 
form than is, perhaps, ordinarily done. 

*% This is, perhaps, too strong a statement. Some texts note, for example, that a bank is 
required (or desires) to maintain its reserve ratio ‘‘on the average” rather than “at every mo- 
ment of time.” This implies, it should be noted, oscillatory behavior. As the bank reduces its 
reserve position below requirements, it increases its profit position, then, above the “equ'- 
librium”’ level. If it is to maintain its reserve position ‘‘on the average” it must then contract 
its output (loans) and hence its profits below the equilibrium level at another point in time. 
Few, if any, texts proceed then to analyze whether such behavior is stable. It seems to le 
generally assumed that fluctuations will continue about this “equilibrium” and that no shilt 
in “equilibrium” will occur. 

* Tt should be noted (cf. supra, footnote 19) that the ordinary bank-type expansion formula 
can be derived from the equations that have been posited. Thus, we have dx2 (¢M/h) (the 
inequality sign is reversed for (dr/dM) <0) where 1/k, the weighting factor is obviously Te- 
lated to the reserve requirements via the rate of expansion. (It should be noted that !/* 
changes as movement along f occurs.) While little discussion of the relation between loans and 
profits can be found in the textbooks it seems fair to assume that profits are proportional to 
loans (output). Thus, we have dx=cdg where c is the constant of proportionality. Upon 
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n in the above formula, and eliminating the inequality sign at equilibrium (7.e., 
uilibrium as neutral—or, alternatively, by multiplying by a large enough factor 
the inequality) we obtained: dg=(dM/k). 
of interest to present the diagrammatic picture (Fig. 2) as follows: 


A q(t.tn) qe) 


Me 


FIGURE 2 


24 


at the bank begins at g(¢o) with cash position Mo in excess of requirements. (It 
ted that M is here drawn in the reverse direction since it is generally assumed that 
ses as output expands.) The bank will then, as indicated by the arrows, move along 
intil equilibrium is reached. Trouble, however, arises at two points: g(to+m) and 
profits are maximized but this implies then that the bank at equilibrium is 

f its cash position. In a narrow sense, this may create no particular psycho- 

al difficulties since this result holds only at a point, and only if it be insisted that 

{ maximization occurs here. Ordinarily this difficulty is avoidam@ by choosing a 
K—by some averaging processor by some institutional device—and avoiding discus- 
t maximizing behavior. Actually this assumption (sometimes stated as the assump- 
he firm has access to an infinite cash balance at the going rate of interest in markets 
is used in discussion of the business firm. It is obviously inapplicable to 


rlicular difficulty occurs for business firms, but ultimately the size of any business firm 

ned via diminishing proportions as long as a fixed factor is assumed in the analysis. 

tation is present for banks. Practically, the point may be of small interest since, 

| States at least, ready-made institutional limitations lie at hand. Nevertheless, 

t stretches of history and, indeed, in parts of the contemporary world no such 

il restrictions exist. On special assumptions, the principle of increasing risk may be 

play to limit the size of the individual bank. In general, however, both statistical 
rative reasons point in the opposite direction. 

1 is also of interest since for the right-hand member of the inequality it yields the 

nate form 0/0. (J.e., at this point, (@F/dr) = (ef/dr) and (@F/AM) = (df/dM).) It is, 

the point where disequilibration ceases and equilibration begins. An economic 

nce may be attached to this point for it also offers an alternative choice to the entre- 

He may be interested in maximizing his position relative to requirements. (This, it 
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Various writers have attempted to distinguish between bank-type 
and business-type firms.” Business-type firms may be said to receive at 
least partial cash payment for the sale of goods. When this happens 
the absolute size of their cash position may increase even though the 
relative position falls. When such is the case, monotonic stability (or 
instability) will occur. The peculiarity of a bank—at least of the text- 
book variety—seems to be that what it sells is cash for which no cash 
payment is received at time of sale. This results in absolute deterioration 
of cash position, and hence oscillatory behavior.” 

The requirement that cash position reduce absolutely as well as rela- 
tively may perhaps be viewed as too strong. This condition may be now 
relaxed. It proves to be only a special case of a more general phenomenon 
in which liquid and profit position move inversely when referred to the 
common sequence of desired points.” A simple case illustrating the type 
of movements to be expected under these conditions is presented in 
Figure 3. 


will be seen, implies that he alters his choice of weights as to the relative importance to be 
attached to cash and profit position.) When this is done, only one-sided stability is manifested 
(This may be seen by shifting the F curve downward to the F position, which may be done since 
it is the movements rather than the particular point values which are of interest.) Movement 
to the right results in contraction toward equilibrium; movement to the left results in one-way 
further contraction. It is this type of behavior which some writers may have in mind when 
they state that the banks may be ‘‘too stable” downward—e.g., when they are trying primarily 
to protect their cash position. 

% Vide, J. R. Hicks, Value and Capital, p. 241: ‘‘Every business has, at any moment, a cer- 
tain amount of claims against it, which it may be called upon to meet at dates which cannot be 
quite certainly predicted. The clearest case of this is, of course, the case of banks, which live 
by acquiring such liabilities and therefore have an exceptional amount of them.” Since Hicks 
does not discuss the subject further, it is difficult to ascertain what distinction he is attempting 
to draw. Does he mean that banks have exceptionally low quick or current ratios? This is 
clearly not the case. Many types of business display lower ratios and other types display, of 
course, higher ratios. As for individual business ratios, it is impossible to generalize. But many 
businesses must display considerable variation in their financial ratios over the years. Ii 
Hicks is referring only to the absolute size of current liabilities, his statement would make it 
difficult to draw comparisons between firms. 

% As will be remembered, it is stable equilibrium analysis which is of primary interest. Os- 
cillatory unstable behavior may be thought of, perhaps, in terms of a stock market plunger 
or an old fashioned investment bank. At one point of time cash is largely tied up in security 
issues which are then liquidated (including seasoning operations) and a new process of expan- 
sion begun, assuming successful operations. Thus the activity results in constanily expanding 
interchanges between profit position and cash position as the firm continues to grow. (Since 
output, loans, also oscillates, growth must be measured, say, by total assets.) 

27 The sequence of points need not, however, be common in the sense of coincident. In 
Figure 3, a single straight line is used for purposes of simplicity in illustration. Equation (4 
may be decomposed into: 


(6) qt+1) =f[M()] and 
(7) q(t + 1) = falw(t)]. 
Similarly, equations (1) and (2) may be solved to yield: 
(8) gt) = 
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In this case the profits curve, 7, and the liquidity curve, M, are 
drawn on opposite sides of the curve of desired positions, F. Thus 7 is 
ore than satisfactory (at a given output) and indicates further expan- 
“on while M is less than satisfactory (at a given output) and indicates 


poner: n. At (to) the level of liquidity attained would be satisfactory 
di ner by the arrow B. The two opposing forces then yield a compro- 
mise solution indicated by the arrow AB for output level g(t0.+1). Out- 
put isexpanded. The process might be described as the profit force prov- 


q(t.) q(t) 


FIGURE 3 


q(t) = 
bining (6) and (8), and (7) and (9), differencing and then differentiating the following 


two equations are obtained: 


afi <9 


dg\aM 
a (2 
dq\ar 
- equations may then be combined (with due regard to the inequality signs) to yield: 


< dr < OM OM 


> a6 
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de iormal (qualitative) properties of this equation are the same as the one used previously. 
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ing relatively more powerful than the liquidity force and hence resy 
in expansion despite the risk to control retention that is implied. 

At the new output level, g(¢o+1), the strength of the forces is now re- 
versed. C, the liquidity arrow is now longer than D, the profit arrow. 
The firm thus contracts in an attempt to restore its cash position, as 
indicated by the arrow CD. (Having achieved a high enough level of 
profit, it might be said, the profit drive is weakened since the oppor- 
tunity for larger profits decreases relatively while the incentive toward 


Iting 


increased liquidity is strengthened. Liquidity considerations become A 
dominant.) Thus, the firm proceeds by oscillating movements to a point econ 
(if it exists on the time path) where the opposing forces exactly cancel, resp 
Upon displacement the oscillatory process again occurs.”8 appl 
At this point it is perhaps worth pausing to note that the traditional mus 
textbook approach does imply that the bank-type firm is one in which cide: 
cash position and profit position move inversely. In the neighborhood of tion. 
equilibrium they move on opposite sides of the desired (required) posi- seem 
tion and hence tend to result in oscillatory behavior. This observation a 
may be of some importance for the policy conclusions frequently drawn my 
about the control of bank behavior and stabilization of economic behay- the . 
ior. The usual policy recommendations for raising reserve requirements orm 
and engaging in open market operations may then have the opposite re- But | 
sults from those intended. By driving the banks to equilibrium (or be- posit 
yond), such policies may actually engender instabilities by stimulating taxo 
oscillatory behavior on the part of the banks and (through a process akin dowr 
to sympathetic vibrations) transmit these behavior patterns to the entire tax 1 
economy. Instability rather than stability may therefore result.” Of pos 
of the 

28 The arrows drawn in the chart and the description given above are only approximately 

accurate, but sufficient for qualitative purposes. More strictly, if r and M be described as the 

curves of total profits and liquidity (rather than their derivatives), it is both the distance 
and the rates of change which are of interest. The process might be visualized diagrammati- Ra 

cally something along the following lines. At the4initial point draw the tangents to the curve. tien 

This determines the gradient. The magnitude and direction of the vectors may be then deter- bs 
mined as follows: draw circular arcs from the radius (at the point of tangency) of length equal neurl 
to the distance from the actual to the F curve. When the actual curve, 7, lies above the F corre: 
curve, turn the radius about the point of tangency upward to the right; when the actual, M/, cult t 
lies below the F curve, pivot the radius downward to the left. The intersection of the circular oa 
arcs with the tangents then determine the length and direction of the vectors. The resultant liquid 
may then be computed. there 
It should then be noted that equilibrium requires not only that the tangents to the two valid 
actual curves be equal but also that, at such a point, the curves must also lie equidistant from : 
F. In general, such conditions will probably not be met so that firms subject to inverse move- maxir 
ments of x and M will engage in continuing oscillatory behavior. The 
29 T have not yet analyzed completely the precise conditions under which stable business-type probl as 
and stable bank-type behavior will, when combined, result in unstable aggregate behavior with re 
It would seem, however, that two conditions are necessary for the emergence of instability points j 
despite the stability of the banking and business sectors. These conditions are (1) that the bank- marked 
type firms should be trading (borrowing and repaying) with each other and (2) that the bank- ~ Th 


type firms should be dominant in the sense that the preponderant volume of business is coD- 


ta 
ducted by them. (Bank-type firms are not necessarily coincident with legally defined banks.) AXES OF 
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two approaches (raising reserve requirements and open-market 
tions) the latter is the more likely to yield instability since it will 
nd to (1) draw down reserves of bank-type firms and (2) force business- 
s into bank-type behavior. The second of these two results is 
shed because the drawing down of the money supply while, 
say, the firm is expanding will force liquid position to move in the 
uy site direction to profit position even in cases where such results 
vould not “naturally” have happened. 
An« A aspect of stabilization control frequently adverted to in 
economic literature is tax policy. In so far as the above remarks with 
respect to maintenance of liquidity position and monetary policy are 
:pplicable, they must enter into tax considerations as well. For taxes 
must, in general, be paid in cash. Thus, it may be that the theory of in- 
cidence and shifting of taxes on business profits also requires reconsidera- 
tion. In so far as liquidity considerations enter into business policy, it 
seems clear that the time paths, if not the ultimate positions of equilib- 
ra will be affected. But even the positions of ultimate equilibrium 
may be affected. Thus in Figure 3, the M’ curve represents the shift in 
the M curve which follows the imposition of a progressive tax on the 
firm’s profits—the w curve. For bank-type firms, the case seems clear.*° 
But even business-type firms concerned with maintenance of liquidity 
position will display similar effects. Thus in Figure 1, a proportional 
tax on profits which must be paid in cash will shift the f; curve vertically 
downward and hence alter the position of equilibrium. If a progressive 
tax is levied, the curve will not only shift position but change shape. 
Thus, the impact of the tax may aiso alter the basic pattern of behavior 
of the firm—from one-way to oscillatory movement. 
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Liquidity Position and the Theory of the Business Firm 


Rather than pursue further the policy implications of the introduc- 
tion of liq juidity and control maintenance considerations into entrepre- 
neurial decision-making, it may be of interest to examine the possible 
correspondence with more traditional treatments. Although it is diffi- 
cult to ascertain precisely what assumptions are made with respect to 
liquidity position and control maintenance in business-firm theory, 
there are certain theorems which will, if analyzed, permit of more or less 
valid conjectures. For example, it is usually assumed that under profit 
laximizing behavior “the firm’? will proceed to where dr =0. Further- 


IVE approach may also contain suggestions for phases of the economic ageregation 
em By building the monetary variable in at the micro level it becomes possible to pass 
relative ease to the macro level. Incidentally, the above approach suggests that turning 
oints in business cycles, when banks have reached equilibrium reserve positions, would be 
marked by seslalicae rather than the smooth downturns posited by some writers on cycles. 
This should not be interpreted to imply that writers, on tax shifting, have argued that 
‘axes on bank profits, which must be paid in cash, are not shifted. 
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more, it is usually assumed that dx <0. With the aid of diagrams, the 
implications of these conclusions for liquidity position and control 
maintenance may, perhaps, be analyzed." 

* The mathematical analysis of these higher order stability conditions becomes quite in. 


volved. Samuelson (op. cit., p. 306) has provided an exhaustive mathematical analysis which 
makes repetition superfluous. What is involved, may, however, be seen with the aid of Figure 4 


—> 
A q(te) q@ 
FIGURE 4 


In this diagram only the =, or total profits curve, has been drawn in such a way that the 
maximum point, A, intersects the F curve. If we assume, as may be implied by some writers, 
that all profits are cash profits, then the x and M curves become coincident. The case is stable; 
but displacement to the right yields oscillatory stability (in the sense that the adjustment is 
then to the left of A), while displacement to the left yields monotonic (or asymptotic) stabil- 
ity—as indicated by the arrows on the diagram. Not only is a double valued function involved, 
but a point of singularity as well, in which certain of the derivatives become zero and others 
become infinite. The maximum point at A lies on the horizontal line which div ides one way and 
oscillatory behavior. Moreover, there are various points of neutrality which yield f=!" 
or f’ = —F’ which divide stable from unstable behavior 


Finally, if it be assumed that either f’ or F’ equals zero, then 
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Although the first order condition, dr =0, results in no particular dif- 
éculties, the second order condition, d’r <0, may yield oscillatory rather 
than monotonic behavior. This is not what might be expected from the 
-mooth adjustments ordinarily posited in the theory of the firm. 

“The concept of control loss through unsatisfactory profit position, 
although not perhaps as sharp as might be desired, can be fairly handled 
within the usual theory of the firm. It is the concept of control loss, 
through unsatisfactory liquid position that offers the most difficulty. 
That control loss can occur from this direction seems to be a fact of 
business experience beyond dispute. Not only small, but large business 
firms have been subjected to this danger, if not actual experience.” 
In Figure 5, an attempt is made to bring these various features to- 
vether in a form which seems to approximate ordinary theory. Along 
the horizontal and vertical positions are plotted profit and cash posi- 
tion, x and M. On opposite axes are plotted risk of control loss through 
rand M which are assumed to decrease (increase) as t and M increase 
decrease). The g; and gz curves represent various combinations of cash 
and profit positions which can be obtained for a fixed output position— 
, g—under different policy arrangements affecting price and credit 
terms, selection of customers, etc. The diagram is plotted so that 
1.e., the larger subscript indicates the larger output.® 

Reading from the upper right-hand corner, the J curves represent 
indifference curves which descend in level proceeding outward from the 
origin. Thus J; represents a lower level of indifference than J». 


r the marginal rate of expansion is equal to the ratio of the desired and actual marginal rates 

formation. Presumably in the usual theory these are all zero so that either or both the 

nerator becomes zero (implying that both actual and desired rates are independent of cash 
n at equilibrium) and the denominator becomes infinite. 


li it be assumed that both 
dr dM Dy 
=0(0 and —=(Q then 0 ; 
dq dq dq dq" 


rm a proportionality—at equilibrium—between profit and cash position rates of in- 
rease is established. It is not possible to analyze this equation further in this article. The case, 
Di @M 
— <0<—* —__, 
2 a 2 
dq D, 
elds oscillatory rather than monotonic stability. 
* In bankruptcy reorganization cases, cash considerations have frequently proved decisive. 
‘he old ‘“‘upset” price was a species of this phenomenon as well as the hard bargains that 
tockholders interests were able to drive on occasion. Even the revised federal bankruptcy 
statutes have not adequately handled the difficulty. 
These levels are determined from a three dimensional surface with + and M plotted on 
€ horizontal axes and g on the vertical axis. More generally, since x and M, as functions of 
id not reach their maxima at the same levels, crossing over of the g curves would occur. 
‘he linearity of these curves implies that the entrepreneur views risk of control loss 
ugh M and x as perfect substitutes. 
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Assume now that the entrepreneur finds himself at a point P on qi. 
By moving along q: (by changing his price and payment policies) he 


liq 

may thus move to higher levels of indifference. The highest level he can ul 
achieve with this output is ro, Mo, where q, is tangent to J,, and which us 
may thus be labeled a point of equilibrium. The equilibrium is, however. Pi 
unstable; the slightest displacement along J, allows the entrepreneur to en 
move along a new, and greater, g curve, to an even higher level of in- ga 
difference. At the point of intersection with g2, for example, the entre- qu: 
preneur may then move along q2 to J2, and so on, until he reaches the mi: 
maximum possible level of indifference which his own operating condi- pol 
tions and risk preferences make possible. The E curve thus represents tio 
the sequence of equilibrium points. : 
Movement, as output expands, is thus oscillatory between 7 and M, anc 
although output position is monotone (never decreasing). Even though the 
output position may be the same as that posited by simple profit- per 
maximizing behavior, the price (or other business policies) may well be tior 
different.® sta) 
risk of control nt 

loss through 

M adie 
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T 4 \ the 
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*% The output position may also be different, especially if crossing over, as would generall 
happen, were allowed between the g curves. Even in the simple case utilized here, it should - 
noted that a tax on profits payable in cash would alter the shape of the ¢ curves—generally a! 
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1’ and I/ represent indifference curves which are independent of 
lia ed position and hence of risk of control loss through deficiencies of 
VU. This case may be thought of as corresponding more closely to the 
usual theory. But again behavior is oscillatory: the firm moving from 
P along g, up to JY and then to a new output level and a higher indiffer- 
ence curve.*® The whole oscillation appears, however, in M; both a and 
g are mo motonic (never decreasing). Increased cash position may be re- 
quired (or an inevitable consequence of) expansion, but once a is maxi- 
mized, the entrepreneur—e.g., through an appropriate withdrawal 
nolicy—need maintain only a zero cash position. It is these cash oscilla- 
tions which are not ordinarily described in business firm theory. 

The entrepreneur may, of course, be independent of cash position in 
another sense which can be shown by making the I curve coincident with 
the x axis. Although this implies that the entrepreneur is then inde- 

endent of risk of control loss through 7 as well as M, a valid interpreta- 
tion is nevertheless possible. The firm may be viewed as moving “in- 
stantly’’ to its maximum position.*’ Since it occupies this position 

nstantly,” the risk of control loss through 7z is fixed at every finite 
interval of time. Obviously, oscillatory movement in none of the vari- 
ables occurs in this case. 


Although it is difficult to disentangle precisely the assumptions that 
are ordinarily made concerning risk of control loss and liquid position, 
above analysis may possibly serve to suggest what some of these 
assumptions may be.** At any rate, it seems worth while exploring the 


the theory of business behavior. 


Conclusion 


Whatever the merits of the formal analysis presented in this paper, 
otation from the Wall Street Journal introduced at the outset, as 
he facts of everyday business experience suggest that liquidity 
id control considerations are of great contemporary impor- 


he 


il path followed cannot be determined without further assumptions—e.g., as 


reneur’s “‘hurry” to reach his maximum 7. 


iy perhaps be referred to as the ‘‘stationary” case and the preceding one as the 
‘case. In neither case will a cash tax affect the ultimate position, although it may af- 
f movement in the ‘‘static”’ case. 
sumed as yielding maximum 7, then further output expansion will cause the g 
ecede—i.e., the maximum profit position will have been passed on the g axis in the 
mensional diagram noted in footnote 33. Crossing over wil] almost certainly occur. 
med, however, that over the relevant range, the relative overexpansion results in 
cident with g; then the entrepreneur will be at the same level of indifference on 
ves His most easily made adjustment is thus to g:. The process might be viewed some- 
ws. Having overexpanded he attempts first to achieve optimum returns from this 
} aan his price and credit policies. As a result of these policies, he finds (perhaps 
1nalogous to Marshall’s ‘‘spoiling the market’’) that he would be equally well off 
ntracting his output to g:. After doing so, he may then expand back to his maximum 


| 

possibilities of introducing control and liquidity considerations more 
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tance in deciding business conduct. That these notions also possess his- 
torical significance is suggested by the following quotation from R. 
H. Tawney’s Religion and the Rise of Capitalism :** 


The grievances which supplied fuel to social agitation, which evoked 
programs of social reform, and which prompted both legislation and ad- 
ministrative activity, sprang, not from the exploitation of a wage-earning 
proletariat by its employers, but from the relation of the producer to the 
landlord of whom he held, the dealer with whom he bought and sold, and 
the local capitalist, often the dealer in another guise, to whom he ran into 
debt. The farmer must borrow money when the season is bad, or merely to 
finance the interval between sowing and harvest. The craftsman must buy 
raw materials on credit and get advances before his wares are sold. The 
young tradesman must scrape together a little capital before he can set up 
shop. Even the cottager who buys grain at the local market, must con- ence 
stantly ask the seller to “give a day.” Almost everyone, therefore, at one addi 
time or another, has need of the money-lender. And the lender is often a a la 
monopolist—‘‘a money-master,” a malster or corn monger, “a rich priest,” 
who is the solitary capitalist in a community of peasants and artisans. 
Naturally, he is apt to become their master. 
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TAXES, SAVING, AND INFLATION 


By JAMES TOBIN 


During the postwar inflation in the United States, Professor Sumner 
Slichter proposed a reduction of personal income taxes on the portion 
of income saved.‘ The immediate objective of the proposal was to 
encourage individual saving as a means of fighting the inflation. In 
addition, Professor Slichter believes it to be social wisdom to devote 
a larger share of full employment national income to saving and in- 
vestment. To this end he offered his plan as a permanent feature of 
the tax system. This suggestion was enthusiastically seconded by Pro- 
fessor David McCord Wright,’ both because he favors more saving 
and investment and because he believes the long-run prospects of the 
economy are inflationary. 

As an anti-inflationary weapon, the plan has the great advantage of 
being politically painless.* Conventional anti-inflationary measures are 
never popular. But this proposal offers taxpayers, instead of an in- 
crease in income tax rates, a reduction in their tax liability. Indeed, 
Professor Slichter claimed that cutting tax rates during the inflation 
in 1948 would be harmless if accompanied by his proposal.* 

The plan is to permit the taxpayer to exclude his saving, or some 
fraction thereof,® from his taxable income. Saving would be a “deduc- 
tion,” like charitable contributions or medical expenses. From the in- 
dividual taxpayer’s viewpoint, the plan is equivalent to replacing part 
or all of the income tax by a tax on his consumption expenditures.° 
S. Slichter, “The Problem of Inflation,” Rev. Econ. Stat., Vol. XXX, No. 1 (Feb., 1948), 


5, and “Tax Formula: for Savers, Lower Levies,” New York Times Magazine, January 
1948. The argument that the income tax should not apply to saved income has a 

ng history, which, together with a vigorous espousal of the thesis, may be found in 

Irving Fisher and H. W. Fisher, Constructive Income Taxation (New York, 1942). 

~D. McC. Wright, “Inflation and Equality,” Am. Econ. Rev. Vol. XXXVIII, No. 5 (Dec. 


“45 


Cf. Slichter, “Tax Formula,” loc. cit. 


Professor Slichter suggests one-third. 

‘For a taxpayer with positive saving, the relationship between an income tax with 

saving exempted and a spending tax is as follows: Let Y be the taxpayer’s income before 

xes, C his consumption expenditure, S his saving, and R his tax liability. C4+-S+ RY. 

€r conventional income taxation, R is a function of Y, R(Y). Under the Slichter 
R=R(Y—bS) where b is the fraction of saving permitted to be exempted 
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Thus the Slichter proposal is closely related to the expenditures tay 
advocated by Wallis and Friedman as a wartime measure.’ But while 
Wallis and Friedman proposed to combat inflation by temporarily 
adding an expenditures tax to the existing income tax, Slichter pro- 
poses to replace permanently the existing income tax, or part of it, by 
a tax on consumption. ; 

How effective would exemption of saving from taxation be in weaken- as C 
ing inflationary pressure? The privilege would certainly raise the amount E 
of saving forthcoming from any given level of income before taxes. iad 
But saving may be increased at the expense either of taxes or of con- 
sumption. Substitution of saving for tax payments is of no help in a 
fight against inflation; it may even be a step backwards. Giving con- 
sumers a larger cushion of accumulated savings may strengthen their 
propensity to consume in subsequent years. Moreover, substitution of (If 1 
saving for taxes means that more government obligations are outstand- of s: 
ing; and these obligations are actually or potentially bank reserves dolla 
under present monetary arrangements. Professor Slichter argues that price 
the availability of more current saving by individuals would facilitate subst 
the transfer of resources from consumption to investment without the who 
necessity of bank credit expansion.* But if government expenditures the p 
are independent of tax receipts, any saving which merely replaces taxes deduc 
will be matched by an increase in the government’s demand for loan- come 
able funds. The needs of government and business to borrow from whet! 
the banks will be undiminished, and the ability of the banks to meet But a 
these demands will be enhanced. weak 

Therefore, if the plan is to realize its objectives, it must result in Mc 
substitution of saving for consumption as well as for taxes. In evaluat- strict! 
ing the effects of the proposal on consumption, a temporary privilege alter | 
of deducting saving must be distinguished from the permanent in- have 
from taxation. This implies R = R(Y—bY +bC + bR). That is, R depends implicitly o of the 


income Y and consumption C. If b = 1—all saving is freed from taxation—R depends only consu. 
on C and the income tax is converted completely into an expenditures tax. The function them 
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R(Y) is, under a progressive rate structure, a connected series of line segments of increasing a pen 
slope. For taxable income in a range Ya-1 << Y < Ya, the marginal tax rate R’(Y) 8 , 
constant, ra. Suppose that R’ (Y — bY + bC +bR) = ra. Then the marginal tax rate with penalt 
respect to income is (ra — rab)/(1 — rab). The marginal tax rate with respect to consu™p litical 


tion is rab/(1 — rab). Sec 
The two plans differ in their treatment of dissaving. Under the Slichter proposal, dissave's , 

would not be penalized; whatever their consumption, their tax would depend only on axpa} 

their income. Under a spending tax, dissavers, like everybody else, would pay taxes based furthe 


on their consumption, regardless of their income. Margir 
"W. A. Wallis, “How to Ration Consumers’ Goods and Control Their Prices,’ - with a 

Econ. Rev. Vol. XXXII, No. 3, Pt. 1 (Sept., 1942), pp. 501-12. Milton Friedman, “The ; 

Spendings Tax as a Wartime Fiscal Measure,” Am. Econ. Rev., Vol. XXXIII, No. 1, Pt.) ae 


(Mar., 1943), pp. 50-62. Margir 
*“Tax Formula,” loc. cit. saving 
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corporation of this feature in the tax system. The plan has a better 
chance of reducing the propensity to consume out of income before 
‘axes if it is regarded as temporary than if, as its proponents advocate, 
it is expected to be permanent. A principal motive for saving is provi- 
sion for future consumption. The force of this motive is weakened if 
future consumption spending is expected to be taxed at the same rate 
as current consumption. 

Even if the measure is understood to be temporary, its effectiveness 
is doubtful; consumer demand corresponding to a given level of per- 
sonal income before taxes may even be increased. The deduction privi- 
lege is in effect a lowering of the price of saving in terms of income and 
consumption. Instead of costing one dollar of consumption, a dollar 
of saving costs one dollar less the tax deduction attributable to it. 
If r is the applicable marginal income tax rate and b is the fraction 
of saving eligible for deduction from taxable income, the cost of a 
dollar of saving is 1 — br dollars of consumption.) Now lowering the 
price of saving has both substitution effects and income effects. The 
substitution effects are unfavorable to consumption. But any taxpayer 
who would save in the absence of the special incentive is given, under 
the proposal, an increase in disposable income equal to the tax on the 
deductible part of his normal saving. The increase in disposable in- 
come is favorable to consumption. There is no @ priori way to decide 
whether the substitution effects or the income effects will predominate. 
But a measure which has income effects favorable to consumption is a 
weak method of fighting inflation. 

Moreover, there are two features of the plan which limit its re- 
strictive effects on consumption. First, the deduction privilege does not 
alter the price of dissaving. To qualify for tax relief, dissavers would 
have to cease dissaving and start saving. Short of a drastic revision 
of their budgets, the plan gives dissavers no incentive to reduce their 
consumption. Nor does it force them to consume less by imposing on 
them higher taxes. The plan could touch dissavers only by including 
a penalty for dissaving at the same rate as the bonus for saving. A 
penalty provision probably would not be acceptable on social and po- 
litical grounds. 

Second, due to the progressive structure of tax rates, the more a 
taxpayer saves the less he can gain by reducing his consumption 
lurther. His saving is excluded from the taxable income on which his 
marginal tax rate depends. Enough saving can move him to a bracket 
with a lower marginal tax rate. A taxpayer who would save in the ab- 
sence of the plan gets a boost in his disposable income based on the 
marginal tax rate applicable to his taxable income before deduction of 
saving. His normal saving may be sufficient to move him to a lower 
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tax bracket. When he considers whether to increase his saving at the 
expense of his consumption, his calculations are made at a lower 
marginal tax rate, 7.e., a higher cost of saving. Consider, for example, 
a lowest-bracket taxpayer whose deduction for normal saving lowers 
his taxable income beyond the reach of the income tax. The deduction 
privilege gives him an increase in disposable income, some of which 
he may devote to increased consumption, but it offers him no incentive 
to substitute saving for consumption. 

The difficulties due to varying marginal tax rates could be largely 
avoided by computing the tax deduction for saving in a different man- 
ner from the deductions now allowed. Instead of a deduction from 
taxable income, the privilege could take the form of a credit against 
tax liability computed by applying a uniform rate to the taxpayer's 
saving. Except for taxpayers with sufficient saving to reduce their tax 
liability to zero, the cost of saving to an individual would be inde. 
pendent of the amount of his saving. 

The reduction in the price of saving in terms of income and con- 
sumption accomplished by the proposed tax revision is analogous to a 
general rise in interest rates. Both the deduction privilege and an in- 
crease in interest rates enable a saver to have larger funds at his dis- 
posal in the future for the same sacrifice of current consumption. Both 
increase the amount of future consumption which can be obiained with 
a given current income. Economic opinion has been uncertain and 
divided concerning the efiects of interest rate changes on consumption 
and saving. Empirical evidence is inconclusive, and the current fashion 
is to attribute to interest rates little or no influence on the disposi- 
tion of income. It is true that the tax proposal can accomplish much 
bigger changes in the price of saving than the usual range of variation 
of interest rates. On the other hand, a rise in interest rates does not 
suffer from the special features of the tax device which limit its effec- 
tiveness in inducing substitution of saving for consumption. 

It is by no means certain, therefore, that the Slichter plan would 
restrict consumption spending even if it were regarded as temporary. 
The proposal has even less chance of achieving its anti-inflationary 
objective if it is expected to be permanent. This expectation will in no 
way weaken the income effects of the tax deduction privilege, which 
are favorable to consumption. But it will substantially weaken the 
substitution effects. Consider a taxpayer whose expectations of income 
and tax rates place him in the same marginal tax rate bracket in the 

future as today. Suppose that, in the absence of tax incentives, he plans 
to save in future years about the same amount he is currently saving 
nearly enough so that deduction of saving from taxable income would 
not put him in a different tax bracket in the future. A temporary 
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exemption of saving from taxation might induce him to shift to the 
oresent some of the saving he had planned to do in the future and to 
postpone consumption. He would thereby avoid permanently tax pay- 
ments on the increase in his current saving. But if the exemption of 
-aving from taxation is permanent, the taxes are not avoided but only 
postponed. If the taxpayer shifts consumption from today until to- 
morrow, he adds to his future tax liability exactly what he deducts 
‘rom his taxes today. Indeed, due to the progressive tax rate structure, 
he may add more to his future tax liability than he gains from tax 
exemption in the present. An increase in future consumption might 
carry the taxpayer into a higher tax bracket, because he would have 
less saving to deduct from future taxable income. Or a decrease in 
present consumption might take him into a bracket with a lower 
marginal tax rate. 

For some taxpayers, whose income prospects and consumption and 
saving plans are not uniform over time, permanent exemption of saving 
from taxation could lead to a reshuffling of consumption and saving 
plans. But this reshuffling can work both ways; present consumption 
can be increased as easily as reduced. If a taxpayer expects to face dif- 
ferent marginal tax rates in different years, the scheme gives him an 
incentive to shift his consumption to years when he expects to be in 
low tax brackets. Similarly the absence of a penalty for dissaving may 
lead to concentration of consumption spending in years when dissaving 
is planned anyway. For example, a taxpayer who anticipates dissaving 
when he retires will not increase his taxes in the years of retirement 
by planning to consume more at that time. He will receive current 
tax benefits by reducing his present consumption; consequently, for 
him the plan reduces the cost of future consumption in terms of present 
consumption. On the other hand, an individual who is currently dis- 
saving in anticipation of higher future incomes which will permit him 
to save adds nothing to his current taxes and reduces his future taxes 
by dissaving more now and planning to save correspondingly more in 
the future. 

A by-product of the scheme, whether adopted temporarily or per- 
manently, would be to change regressively the size distributions of 
disposable income, wealth, and possibly consumption. Big savers in 
the high-income groups would receive increases in disposable income, 
while low-income families with zero or negative saving would not. To 
the extent that the high-income groups save their gains, inequality of 
wealth is promoted. If the beneficiaries increase their consumption, 
even the distribution of consumers’ goods is altered against the low- 
consumption groups who receive no advantage from the tax reduction. 
The regressive features of the plan would diminish its political appeal, 
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one of the principal advantages claimed for the proposal, and might 
well increase inflationary pressure due to wage demands, Regressive 
effects could be lessened by placing a ceiling on the allowable deduc- 
tion of saving or by varying the fraction of saving eligible for deduc. 
tion inversely with the amount of saving claimed. But these provisions 
would also diminish, in the same manner as the progressive structure 
of tax rates, the incentive for substituting saving for consumption. 

By a more fundamental revision, the Slichter proposal can be made 
both more effective against inflation and less regressive. Tax rehates 
would be allowed not for all saving but only for additions to the tax- 
payer’s normal saving. This revision eliminates the perverse income 
effects; tax relief would be obtainable only by curtailing consumption. 
The economic meaning of “normal saving” is the amount the taxpayer 
would save given his income before taxes and given the tax law with- 
out the rebate provision. No legal formula can do more than approxi- 
mate the economic meaning. A possible approximation would be a 
schedule of normal saving for tax purposes, determined by the govern- 
ment. Based on family budget data, the schedule would relate normal 
saving to income, number of dependents, and perhaps to other factors. 


The taxpayer could claim deduction only for saving in excess of the he ii 
figure in the schedule applicable to him. i 

Such a schedule—or any other legal formula for normal saving, such sift 
as the taxpayer’s saving in some previous year—is bound to overstate obli 
the normal saving of some and understate that of others. These in- C 
evitable errors reduce the anti-inflationary effectiveness of the pian. the 
Taxpayers whose normal saving is understated will receive a windiall, to g 
with income effects favorable to consumption. Taxpayers whose normal satis 
saving is significantly overstated are unlikely to change the disposition Con: 
of their incomes. Like the dissavers considered above in the analysis stele 
of the original proposal, they must take an unrewarded cut in con- meas 
sumption before they can begin to claim tax rebates for further cuts Bi 
The plan could be made certain to affect all taxpayers by including to th 
a penalty tax for under-saving as well as a tax deduction for over to a1 
saving. taxps 

To summarize, tax rebates for all saving are not a reliable method tues 
of restricting consumer demand and stopping inflation. They are & that 
pecially ineffective if they are expected to be a permanent feature 0! tabili 
the tax system. A temporary plan to exempt saving from taxation incon 
can be strengthened by confining the exemption to saving in excess 0! meas; 
some normal amount. It can be further strengthened by penalizing I, I. 
taxpayers who save less than normal amounts as well as rewarding above 
those who save more. Even with these amendments, the proposal ' of tar 


quires for its success a high degree of substitutability between presé™ repre: 
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nd future consumption. And the amendments spoil the spectacular, if 
‘lusory, political appeal of a proposal which promises to stop inflation 


taxes 
by reducing taxes. 

fhe quest for anti-inflationary medicine which is both effective and 
latable is, nevertheless, an important one. What means of restricting 


palatabie 


the consumption of a taxpayer to a given level will deprive him of the 
least satisfaction? This question is surely relevant to an appraisal of 
anti-inflationary tax measures, even though it is not to be expected 
hat the constituents of political appeal can be discovered in the eco- 
nomic theory of consumer preference. 

An answer to the question requires assumptions concerning the tax- 
payer's preferences. The following assumptions are made: (1) Given 


his level of current consumption, the taxpayer prefers more future 
purchasing power to less; (2) Given the terms of exchange of present 
consumption for future purchasing power, the taxpayer will both con- 
sume more and save more the higher his current disposable income; 
To leave the taxpayer at a given level of satisfaction, it is neces- 
sary to provide him with increasing amounts of future purchasing 
power for every additional dollar of current consumption of which 
he is deprived. 
We exclude from consideration measures which would involve a net 
gift by the Treasury to the taxpayer, either in cash or in government 
obligations. 
Clearly the best way of restricting consumption to a given level, from 
the taxpayer’s standpoint, is the one which leaves him the most saving 
to go along with that consumption. Also, the taxpayer will be better 
satisfied with this solution the greater the future value of the saving. 
Consequently, he will prefer a temporary measure, which will not re- 
strict or tax his future disposition of the saving, to a permanent 
measure. 
By this standard, a temporary expenditures tax—which amounts 
to the same thing as an income tax with saving exempted—is superior 
to an income tax. If each is levied at the rate necessary to induce the 
taxpayer to restrict his consumption to a given amount, the expendi- 
tures tax will leave him with more saving. This follows from the fact 
that the expenditures tax can take advantage of whatever substitu- 
tability there is between present and future consumption, while the 
income tax must rely wholly on income effects. In Figure 1, saving is 
Aes a on the vertical axis, and consumption on the horizontal axis. 
: tz, Is are indifference curves embodying the assumptions stated 
above concerning consumer preferences. Curve X is the locus of points 
of tangency of indifference curves with line of slope —1. Y on each axis 
‘presents the consumer’s income before either of the taxes under con- 
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sideration. Point A shows the consumption and saving chosen by the 
consumer. C is the level of consumption to which he is to be restricted 
An income tax would accomplish this restriction by moving him to point 
B, where a line parallel to YDAY would be tangent to an indifference 
curve. An expenditures tax will be represented by a line which starts 
on the saving axis at Y and has a steeper slope than YDAY. The slope 
will be steeper the bigger the tax. (A progressive expenditures tax 
would be shown by a broken line convex upwards.) The expenditures 
tax which will induce the taxpayer to consume only C will be shown 
by a line tangent to some indifference curve at a point directly above (. 
Now the indifference curve through D has a slope at D steeper than 
—1, while the indifference curve through B has a slope at B equal to 
—1. The expenditures tax line through B has a slope steeper than —1, 
while the line through D has a slope equal to —1. Therefore there is a 
point K, between B and D, where an expenditures tax line YKE 
touches an indifference curve I.. Thus an expenditures tax leaves the 
taxpayer better off than an equally effective income tax. 

Neither of these measures, however, is as satisfactory to the tax- 
payer as a suitably designed compulsory savings levy. The major 
weakness of an ordinary compulsory savings plan is that the assets 
which consumers are forced to acquire are good substitutes for assets 
which they already own or would voluntarily acquire. Consequently, 
consumers damage their financial position very little by maintaining 
their consumption and reducing their voluntary saving or, if necessary, 
dissaving. This weakness can be avoided by a levy in return for which 
government obligations are issued only if the taxpayer’s saving meets 
a specified standard. If the taxpayer cannot show the required amount 
of voluntary saving, the levy on him is simply an income tax. 

A compulsory savings scheme with teeth can limit the taxpayers 
consumption and give him the rest of his income in saving. This can be 
accomplished, for example, by levying a tax equal to CY in Figure ! 
and by giving the taxpayer government bonds equal to the tax provided 
his dissaving during the year is zero. The line showing the alternatives 
open to the taxpayer is YDCH, and the best choice he can make 's 
point D. Here he is better off than under an expenditures tax or income 
tax which holds him to the same consumption. On our assumptions, 
which imply some substitutability between present and future cot 
sumption, the same result can be achieved by a smaller levy (FY ). In 
this case eligibility to receive government bonds would require positive 
saving equal to CF, the difference between income after the tax and 
the given consumption level. The alternatives open to the taxpayer lie 
along the line YDGJ. The tax must be large enough so that the line 
GF lies below Is, the indifference curve through D. The importat! 
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‘eature of compulsory savings schemes of this type is to give the tax- 
payer no intermediate choice; either he keeps his consumption down 
and commutes his tax payments into bond purchases or he fails to save 
the required amount and pays the tax in full without recompense. 

In practice a compulsory savings levy of this kind would not super- 
sede the existing income tax but would be added to it when an inflation- 
ary situation warranted. Complete conversion of the income tax into a 
compulsory savings scheme would change regressively the distribution 
of income after taxes and of wealth. It would also provide the public 
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with an accumulation of assets which might prolong inflationary danger, 

For the purposes of this plan the government would have to deter. 
mine a schedule of the voluntary saving which taxpayers must perform 
in order to be eligible to receive government bonds in return for their 
tax payments. Together with the schedule of tax rates, this schedule 
would determine the levels of consumption to which the program would 
seek to hold taxpayers. The schedule should, therefore, be based not 
only on income but on number of dependents. 

Administration and enforcement of a compulsory savings levy with 
teeth, or of an expenditures tax, or of rebates for saving would be 
complicated by the requirement that the taxpayer declare and be able 
to prove the amount of his saving. The taxpayer would have to show 
such data as net purchases or sales of securities, changes in bank 
deposits, changes in indebtedness, changes in cash value of insurance 
policies. For the anti-inflationary purposes of these schemes, “saving” 
would have to exclude purchases of houses and other durable goods. 
Care would be required to prevent taxpayers from claiming capital gains, 
realized or unrealized, as saving. Administration of any of these plans 
would be difficult both for the tax collector and the taxpayer, but the 
information demanded and the problem of checking its accuracy are 
not basically different from the requirements of existing tax legislation. 

* This subject can only be mentioned here. For an optimistic view of the administrative 
feasibility of such a requirement, see K. E. Poole, “Problems of Administration and Equity 
under a Spending Tax,” Am. Econ. Rev., Vol. XX XIII, No. 1, Pt. 1 (Mar., 1943), pp. 63-73 


For the opposite view, see H. H. Villard, “Monetary Theory,” A Survey of Contemporary 
Economics (Philadelphia, 1948), p. 343. 


I 
div: 
istr 
whi 
tior 
whi 
tion 
the 
of o 
dou 
Ger. 
add: 
thin 
tute 
man 
out] 
trad 

T 
wha 
tion 
vide 
eiths 

lent 
nati 


| 

| 

| 

| 

| 

| 

| 

| 


DISCRIMINATION IN INTERNATIONAL TRADE 


By FRANKLYN D. HoLzMAn* 


I. Introduction 


Economists concerned with international trade problems have been 
divided as to the advisability of the use of discrimination in the admin- 
istration of quantitative restrictions’ in the present period, a period in 
which the structure of trade is disrupted, partly because of the destruc- 
tion which accompanied World War II and partly reflecting tendencies 
which had their roots in earlier periods. The discussions of discrimina- 
tion which took place at the London, Geneva, and Havana meetings of 
the International Trade Organization apparently reflected this division 
of opinion.’ The hostility of many economists toward discrimination un- 
doubtedly stems from experiences of the 1930’s when it was used by 
Germany, for example, to exploit the nations in its economic sphere. In 
addition, American economists can hardly fail to be influenced in their 
thinking by the fact that at present U. S. commercial interests consti- 
tute one of the principal targets of discrimination. On the other hand, 
many economists, particularly those from Western Europe, feel that the 
outlawing of discrimination would lower the level of, and benefits from, 
trade unnecessarily for many years to come. 

The Havana Charter reflects a compromise between these views— 
what might be considered a grudging sanction of the use of discrimina- 
tion by those nations having balance of payments difficulties. It is pro- 
vided that members .of the ITO may introduce discrimination under 
either of two sets of conditions: 

1. They may choose to discriminate “. . . in a manner having equiva- 
ent effect to restrictions on payments and transfers for current inter- 
national transactions which that Member may at that time apply 


* The author is a graduate student fellow, Russian Research Center, Harvard Univer- 
; In the writing of this paper, he acknowledges benefit from the critical comments of 
Mrs. Barbara Solow and Mr. Robert Lichtenberg. 

Hereafter to be designated discrimination in distinction to simple price discrimination 


ale . 
4 will be so labelled whenever it is used. 


“Clair Wilcox, A Charter for World Trade (New York, 1949), p. 90: “The negotiations 

rough which these provisions were fashioned were among the most protracted and 
: itterly contested at each of the conferences. Latitude for discrimination during the 
“ansition period was sought by the UK and by France. Rules to circumscribe discrimina- 
“on were urged by the United States.” 
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under Article XIV of the Articles of Agreement of the Internationa) 
Monetary Fund. . . ”’ In other words, discrimination is allowed to the 
extent to which members of the IMF would be discriminating already. 
It would have been difficult for the ITO to have ruled otherwise with 
respect to Fund members. Article XIV of the Fund appears to allow a 
fairly wide latitude for discrimination during the transition period. 

2. Alternatively, members who signed the Geneva Protocol may elec! 
to be governed by Annex K which allows discrimination subject to the 
following, among other, limitations: 


1 (a) (i) levels of delivered prices for products so imported are 
not established substantially higher than those ruling for comparable 
goods regularly available from other Member countries . . . and that 

1 (a) (iii) such action does not cause unnecessary damage to the 
commercial or economic interests of any other Member. .. .* 


In view of the severity of the present trade crisis’ some economists may 
consider these criteria somewhat too restrictive of the right to dis- 
criminate. Their reasoning will become apparent in light of the discus- 
sion which follows. 

The Anglo-American Financial Agreement takes a much firmer posi- 
tion toward discrimination, outlawing its use, with minor exceptions in 
U.S.-U.K. trade.® 

It should also be noted that although a nation may discriminate 
under the Charter while in balance of payments difficulties, “balance of 
payments difficulties” is not an independent variable but is a function 


* Article 2 (Exceptions to the Rule of Non-Discrimination), Havana Charter For om 
International Trade Organization, March, 1948. See Section 1 (b), p. 59. Dept. of State 
reprint, pub. no. 3206, Commercial Pol. Ser. 114. 

* Ibid., pp. 60, 127. 

° Particularly when these provisions were being discussed. 

* Section 9 states: “If either the Government of the United States or the Government 
of the United Kingdom imposes or maintains quantitative import restrictions, such restric- 
tions shall be administered on a basis which does not discriminate against imports from 
the other country in respect of any product; provided that this undertaking shall not 
apply in cases in which (a) its application would have the effect of preventing the 
country imposing such restrictions from utilizing . . . inconvertible currencies accumulated 
up to December 31, 1946, or (b) there may be special necessity for the country imposinz 
such restrictions to assist, by measures not involving a substantial departure from the 
general rule of non-discrimination, a country whose economy has been disrupted by 
war, or (c) either government imposes quantitative restrictions having equivalent effect 
to any exchange restrictions which that government is authorized to impose in conformity 
with Article VII of the . . . International Monetary Fund. . . .” The exceptions do not 
appear very substantial: the first may have been of short-run value but it is doubtful 
that it remained operative beyond, say, 1948; the second appears designed to aid, not 
the discriminator, but third countries—and then only those which suffered war disruption. 
thereby excluding, for example, most of the sterling area; the third, by the nature ol 
Article VII (the “scarce currency” clause), is likely to operate with considerable lag and. 
in fact, up to the present time has not been invoked in spite of the severity of the dollar 
problem. 
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of a number of alternative policies which may be pursued. In fact, much 
of the future battle over discrimination may well be fought over other 
issues such as exchange rate devaluation, internal fiscal and monetary 
reform, or the use of other “blunt” controls in place of discrimination. 
[t clearly would be inconsistent to argue for devaluation or some other 
measure or combination of measures as a complete solution to present 
balance of payments difficulties and at the same time also support 
discrimination in the present period. 

Few would deny that discrimination might be undesirable under 
“normal” conditions of trade.’ However, in view of the disagreement 
as to the desirability of its use under conditions of the postwar transi- 
tion period, it would appear useful to spell out some of the issues in- 
volved. An attempt will be made to define discrimination in a meaning- 
ful manner with respect to current problems, indicate some of its 
underlying assumptions, and the consequences of its application under 
different sets of conditions. 


II. Characteristics of Non-Discrimination 


Non-discrimination is characterized by the following: 

1. “No prohibition or restrictions shall be applied by any Member 
on the importation of any product of any other Member or on the ex- 
portation of any product destined for any other Member country, un- 
less the importation of the like product of all third countries or the 
exportation of the like product to all third countries is similarly pro- 
hibited or restricted. . . .”* In other words, all restrictions on imports or 
exports are to be applied proportionally to all nations concerned.” 

2. Imports and exports apparently are treated separately by the 
ITO." The Anglo-American Financial Agreement is concerned only 
with import restrictions.’ The implication of this is that both imports 
and exports must necessarily be considered with respect to exchange 
for currency. In other words, the concept of non-discrimination appar- 
ently is based on price’* and is not concerned with commodity terms of 
trade. 

\bstracting from dynamic considerations such as development of backward areas. 

‘Havana Charter, op. cit., Article 22, Section 1, p. 57. The italicizing of or is my own 


to emphasize characteristic 2 below. 


ee for example A. O. Hirschman, “Disinflation, Discrimination, and the Dollar 
hortage,” Am. Econ. Rev., Vol. XX XVIII, No. 5 (Dec., 1948), pp. 886-91. He gives an ex- 


ample of how non-discrimination would work: “. . . Britain restricts purchases of books from 
Australia and of tobacco from Kenya . . . because the dollar shortage forces it to limit book 
and + ” 

and tobacco import from the U.S... . 


Havana Charter, op. cit., Article 22, Section 1, p. 57. 

See footnote 7 above. 

“The term “price” is used here, and will be used in the remainder of this paper, to 
ude all commercial considerations such as quality, transportation cost, etc. 
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3. In practice a nation accused of discriminating could clear itsel; 
by proving that it is purchasing in the lowest price market (or Selling 
in the highest price market ).** 

Two aspects of discrimination deserve special mention. 

First, it is not a purely quantitative restriction, but as indicated 
above, is defined with respect to price. 

Second, partly as a result of this fact, there is a tendency to assume 
that discrimination in international trade is identical with domestic 
price discrimination. This viewpoint results in a blurring together of 
two quite different types of discrimination in international trade which 
we shall designate for the present: Type 1 and Type 2. 

It will be recalled that the traditional monopolist (monopsonist) 
discriminating with respect to price, would separate his markets ac- 
cording to their elasticities of demand (supply), selling as dearly 
(buying as cheaply) as possible. Let us compare this operation with the 
two types of discrimination. 

Type 1: Let A place quantitative restrictions on imports from B, but 
not from C. According to our definition, A importers would be paying 
a higher price for imports from C than the same commodity would 
cost in B (or they would not be discriminating). It could be argued 
that by placing quantitative restrictions on imports from B, but not 
from C, A is providing the separation of markets necessary to allow 
C exporters to price discriminate against its own importers. Type ! 
discrimination is seen to be the inverse of traditional price discrimina- 
tion. 

Type 2: Although the application of the concept is clearly stated in 
terms of price, and consideration of export and import discrimination 
are handled separately, it may still be reasoned that commodity terms 
of trade are implied. It might be claimed that A has forced its im- 
porters to purchase at a higher than competitive price from C as patt 
of a bargaining process designed to obtain a more than compensating 
premium on its exports to C.’* This is the mechanism usually ass0- 
ciated with the sort of bilateralism practiced by Germany in the 1930s, 
This operation is not identical with traditional price discrimination 
since it involves both imports and exports. Nevertheless, A is the 
analogue, in real terms, of the price discriminator.” 

It will soon be apparent that the distinction between the two types 
of discrimination is a fundamental one. 


™ See, for example, Annex K, Section 1 (a) i quoted above. 

‘Or perhaps other economic, military, or political advantages. 

* The relationship between A and C is perhaps better described as a bilateral monope 
in which one party (A) is stronger than the other (C). 
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III. Rationale of Non-Discrimination 


Let us examine the conditions under which a policy of non-discrimi- 
nation would be economically desirable. 

Let us assume that the international market is characterized by 
fexible prices and exchange rates, convertibility of currencies, national 
parameters (@.g., income, marginal propensity to consume, ‘marginal 
propensity to import, etc. ) of magnitudes such that trade is in balance, 
and generally competitive conditions. It is well known that under these 
conditi ns each nation will be “. .. somewhere on the Edgeworthian con- 
tract curve....” 2° These points represent optimum efficiency in the sense 
that no further gains are possible to one nation which would not be at 
the expense of another. 

Let us suppose that for economic, military, or political reasons, 
discriminatory quantitative restrictions have been imposed by a nation 
to prevent its traders from dealing equally freely in all markets. The 
immediate consequence would be a movement off the contract line for 
several of the nations. If these restrictions remained in force sufficiently 
long, a reallocation of the resources serving international trade might 
occur which (considered statically) could be considered less efficient 
than the distribution which existed when all nations were on the con- 
ract line. It can be argued that prompt enforcement of a policy of non- 
discrimination would tend to restore trade to its original “efficient” pat- 
tern. This is undoubtedly part of the economic rationale behind the 
non-discrimination clauses of the ITO, the Anglo-American Financial 
Agreement, and behind the reasoning of other economists of this school. 

It should be noted that discrimination in this case would be Type 2 
described above. A nation would not force its importers, under the 
conditions assumed, to purchase at a higher price than necessary unless 
compensating advantages on the export side were expected 

If we had started with simple monopoly, instead of competition, as 
our original pattern, equilibrium would not have been represented by 
a point on the contract curve. This position would therefore be con- 
sidered “inefficient” since the satisfaction level of either party could be 
raised without detriment to the other. Nevertheless, the monopolist 
would be better off than under competition; and of course the other 
party worse off. 

If the monopolist should decide to discriminate, there would be a 
tendency for equilibrium to be moved to a point nearer the contract line 
than under simple monopoly, falling on it in the case of perfect dis- 
crimination. The position of the monopolist would be improved again 


ami “Welfare Economics and International Trade,” Am. Econ. Rev., 
LXXV IIT No. 2 1938), p. 265. 
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whereas the other party would be placed on a still lower satisfaction 
level.*’ 
Since equilibrium under perfect monopolistic discrimination and 


perfect competition are both represented by points on the contract line C 
and therefore are both “efficient,” competition would appear preferable HP js a 
to perfect discrimination principally from the point of view of “dis. sum 
tributive justice.” Since simple monopoly is “inefficient,” “distributiy. Ii 
justice” must also be the criterion of those who prefer it to discriming. [EP tion 
ing monopoly. “Distributive justice,” therefore, would appear to be a [EP cert 
second facet of the rationale of non-discrimination in international put 
trade. Because of the impossibility of interpersonal welfare comparisons [B ever 
(in this case international comparisons),’* economic science has ha¢ hap 
nothing to say on this matter in spite of its great importance." 
Discrimination is frequently objected to on the ground that it leads 
to bilateralization of trade, hence to a reduction in the benefits from Le 
trade due to loss of specialization. This will be true, as is weil known, J Spec 
to the extent that the demand (supply) curves facing the discriminator J flexi! 
are inelastic. Obviously if the demand for the discriminator’s exports J incor 
should be elastic in the markets in which he chooses to sell, competitors J assu: 
selling the same commodities or substitutes could cut in on his bus- J tions 
ness.*° In this respect the discriminator in international trade is limited Ur 
to the same extent as the domestic price discriminator. allow 
It is interesting to note that given the same degree of inelasticity J (or c 
domestically and internationally, the setting in which international J accov 
discrimination is practiced differs from domestic discrimination in an us su 
important respect which serves to make bilateralism a noticeable con- BF with 
comitant of the former but not of the latter. International discrimina- § accou 


tion, particularly when state-inspired as is often the case today, usually 
involves a large number of commodities in each market—in comparison 
with domestic discrimination. On the assumption that the imports 0! 
any country have a limited expansibility, it follows that the value 0! 
the commodities sold to a nation on a discriminatory basis may be 
relatively large percentage of its total imports. In extreme cases thi 
may actually involve a cessation of trade between the country trading 
with the discriminator and some third nations. Since accounts in inter 
national trade are kept on a country-by-country basis this fact, i, 

* Under perfect discrimination, the second party would be at the lowest possible sit 
faction level at which exchange could take place. 

* The writer is aware of the theoretical shortcomings of community indifference in 

“For an excellent graphic and verbal presentation of the competition-monopoly-discr 
nating-monopoly problem, see: W. Leontief, “The Pure Theory of the Guaranteed Annus 
Wage Contract,” Jour. Pol. Econ., Vol. LIV, No. 1 (Feb., 1946), pp. 76-79. 

* Abstracting from the various economic and political devices used by discriminators 
reenforce their positions. 
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pilateralization, becomes statistically recognizable. Although the same 
»henomenon exists domestically, it occurs on a relatively small scale 


and is not easily defined statistically. 


line Clearly, maintenance of the highest possible degree of specialization 
ible is a third aspect of the rationale of non-discrimination under the as- 
dis- sumed conditions. 


[t should be noted that the preceding analysis is based on an assump- 
‘ion of constant output. It has been demonstrated, however, that under 
certain conditions output may be increased by discrimination.”* If out- 
put should be increased sufficiently by discrimination, it is possible that 
everyone's position might be improved. To the extent that this should 


had happen, the case for non-discrimination would be weakened. 
= IV. Rationale of Discrimination 
iron Let us change some of our assumptions and examine the results. 
own Specifically we will assume relatively fixed exchange rates and/or in- 
ator Me flexible prices, national parameters such that trade is unbalanced, and 
orts HP inconvertibility of some currencies (largely as result of the preceding 
itors JP assumptions). These assumptions are not unreal under present condi- 
busi- Me tions of world trade. 
nited Under the conditions assumed, a soft currency nation may no longer 
allow its traders to buy or sell indiscriminately with regard to country 
ticit or currency) but must insure that certain of its international monetary 
ional accounts balance bilaterally (abstracting from capital movements). Let 
in an us suppose A has a deficit on current account with B and a surplus 
con- fF with C, and that B will not accept C’s currency in settlement of its 
nina- H account with A. Let us furthermore suppose that A is buying identical 
ually HS commodities from B and C and that B’s price is lower than C’s. When 
rrison JH A has exhausted its stock of B currency, it may impose quantitative 
rts ol MPrestrictions on imports from B in order to achieve bilateral balance. 
ue o! These restrictions are discriminating within the ITO definition of the 
bea gterm. But—it should be noted that this is Type 1 discrimination. 
s this There is NO necessary presumption in this case that A is paying more 
ading for its imports from C in the expectation of compensation in the form 
inte M0! a higher price for its exports to C, military or political gains, etc. 
t, 4 A may be buying from C only because it no longer has the currency 
. ats et which to purchase from B. Type 1 discrimination is seen to be of 
lines _ Joan mot inson, Economics of Imperfect Competition (London, 1945). In her section 
a price discrimination, Mrs. Robinson demonstrates that if a monopolist is faced with 
liscrim ‘arate markets of different demand elasticities, and if the more elastic demand curve is 
Annus a “ concen e than the less elastic demand curve, “. . . the total output will be greater 
nder discrimination than under simple monopoly . . .” (p. 193). Her analysis also 
ators oe . that on the whole it is more likely that the introduction of price dis- 


will increase output than that it will reduce it...” (p. 201). 
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an ‘induced nature in distinction to Type 2 which t$ practiced at the 
initiative of the discriminator and may be designated “autonomoy,’ 
discrimination. 

The principal importance of the distinction between induced anj 
autonomous discrimination resides in the fact that whereas with the 
former, disequilibrium in trade precedes and is the cause of discrimina. 
tion, with the latter, discrimination is not a result of disequilibrium byt 
is used deliberately by the nation discriminating to better its terms of 
trade or obtain other concessions at the expense of other nations, |} 
was demonstrated above that enforcement of a policy of non-discrimi. 
nation would make it possible to prevent an autonomous discriminator 
from separating his markets and thereby tend to restore trade to its 
original pattern. Application of this policy, however, to induced dis. 
crimination would not have the same therapeutic effect. It is well 
known that under the conditions assumed the induced discriminator 
could not return to the same level and distribution of trade which 
existed prior to discrimination. If balance of payments equilibrium 
could not be achieved by discrimination, downward adjustment of trade 
on a multilateral scale would become necessary. This would serve to 
reduce the benefits from trade to the discriminator and to all other 
nations with whom it might have enjoyed a higher level of bilateral 
trade by discriminating—and without benefit (at least in the short run) 
to the country discriminated against. It does not seem necessary 0 
more than state that the losses from the reduced level of trade would 
be sufficiently large in most instances to transcend considerations of 
distributive justice and of the specialization effect.” 

* As was indicated in the introduction, one of the principal purposes of this paper is to 
clarify the rationale of the use of discrimination in the transition period, particularly sine 
the American delegations to the ITO and the framers of the Anglo-American Financ 
Agreement appear to have favored non-discrimination even under the conditions of trans- 
tion. 

The analysis would appear to be even more significant, however, in view of the fic 
that many economists feel that inconvertibility is a function solely of relative prices and 
can, therefore, be quite simply eliminated by “effective” devaluation. (See for example 
F. Graham, “The Cause and Cure of ‘Dollar Shortage’,” Essays in International Finant 
[Princeton, 1948], p. 5.) If this were true, the case for induced discrimination in th 
present period would be refuted and discounts and premiums on currencies would & 
eliminated quite simply. 

The elimination of inconvertibility, however, appears to be a much more complicate 
task, in some instances, than is generally assumed. For example, sterling inconvertibil’y 
is a function not only of (1) international price disequilibrium, but also of (2) the hut 
external sterling debt built up during the war, a sufficient proportion of which cannot * 
discharged quickly enough out of current production, (3) the shift in terms of trade 
between industrial and agricultural areas, (4) the increased marginal propensity to impor 
resulting from the redistribution of income toward the poorer classes in the U.K., (5) m 
others. Achievement of immediate sterling convertibility would probably involve the Uk 


in reduced home consumption and/or reduced domestic investment and/or repudiation # 
at least some portion of the external sterling debt. The consequences for the U.K. in term* 
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he It must be recognized that to defend a policy of non-discrimination 
is” with respect to induced discrimination at present or in the near future, 
especially in view of the immediate loss it would entail from a lower 
ind level of trade, it would be necessary to defend the particular distribu- 
the tion of trade which the policy tends to preserve, i.e., the distribution 
na- of trade in some “. . . previous representative period, due account being 
but taken of any special factors which may have affected or may be 
$ of affecting the trade in the product. . . .”** This would indeed be difficult 
. It to do. The distribution of trade in the postwar period has been very 
imi- abnormal because of war destruction and because of the large drawing 
ator down of liquid reserves by many nations and the extraordinary capital 
d its outflow from the United States in the forms of UNRRA, Marshall 
dis- Plan and military lend-lease aid. For obvious reasons the wartime 
well period is unfit to serve as a base period. The extraordinary structural 
lator changes which have been (still are) taking place since the interwar 
hich period’* make it unwise to go back this far. In other words, there is 
rium actually no “representative period” upon which to base a policy of non- 
trade discrimination. This substantially vitiates the use of such a policy until 
ve to the time when the current maladjustments in trade have disappeared.” 
other — 
steral the morale and incentive to work of its population, future ability to compete in world mar- 
kets, domestic cost-price stability, and commercial relationships with its war creditors might 
Tun be serious enough to endanger its recovery program. The alternative might be to tolerate 
ry to nconvertibility until such time (perhaps 5-10 years) as productivity has risen, repressed in- 
would flation has subsided, agricultural prices have declined relatively to industrial prices, and other 
nar interna] adjustments have ocurred which would make the transition to convertibility less 
ns fraught with danger. This latter alternative would not necessarily preclude devaluation suf- 
ficient to bring British export prices into line with world prices (this would probably not be 
a sufficient to close the deficit on current dollar account, however) although the advisability of 
“4 ” a such a devaluation at this time is still a controversial matter. 
ly = For discussion of structural disequilibrium see: J. J. Polak, “Exchange Depreciation and 
a International Monetary Stability,” Rev. Econ. Stat. Vol. XXIX, No. 3 (Aug., 1947), pp. 
vans 173-82; P. A. Samuelson “Disparity in Postwar Exchange Rates, Foreign Economic 
eat Policy for the United States, edited by S. Harris (Cambridge, 1948), pp. 399-400. 
vad of * Havana Charter, op. cit., p. 58. 
xample “For example: full employment in many countries today in comparison with the 
Finance depressed conditions of the 1930's, redistribution of income in some nations, development 
» in the of synthetics, war destruction, etc. 
vould be hy It is noted here that the ITO emphasizes the distribution, to the neglect of the level, 
= of trade. Professor Frisch’s trade matrix in its unadjusted form, goes to the other extreme, 
nplicate as Dr, Polak has indicated. (See his “Balancing International Trade: Comment,” Am. Econ. 
verti Rev,, Vol XXXVIT, No. 1 [March, 1948], pp. 139-41.) The matrix is essentially a bal- 
the hust ance sheet of current account relationships of exch country with every other—in monetary 
-annot be rarer Ay parently the marginal units of trade from all nations are treated as having equal 
of tral desir ability to all other nations ignoring the importance of the distribution of trade. Profes- 
o import ad F risch does State that “. . . In practice one would have to consider all sorts of special 
, (S) aoe ee that connect the elements in a given trade matrix .. .” (“Forecasting a Multi- 
the US op Balance of Payments,” Am. Econ. Rev., Vol. XX XVII, No. 4 [Sept., 1947] p. 545). 
iation © te = that such a procedure would meet the objection posed. It should also be noted 
terms 0 Nat now 


ere in the article was there any indication that adjustment would be made for 
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Finally, it should be noted that with currencies not freely con. 
vertible, and rigidities in international prices and exchange rates, some 
currencies will tend to be “harder” than others. Unless exchange rates 
and/or domestic prices fluctuate freely, a value expressed in inter. 
national prices will not always be equivalent in all currencies. That is 
to say, although the real value of currencies in terms of each other (or 
gold) changes, the legal parities are not allowed to change freely. Th 
this case, a country (or its traders) clearly cannot determine in which 
direction the most economic purchases can be made on the basis of 
market price expressed through parity rates. Consideration must also 
be taken of the current discounts or premiums on the currencies earned 
or held. 

Let us suppose that A forces its importers to buy from © a com- 
modity which is being sold by B at a 10 per cent lower price. Under 
the ITO definition of discrimination it could be claimed that A is dis- 
criminating against B. However, if C’s currency exchanges at a 25 per 
cent discount with respect to its par value with B’s currency, it is clear 
that A is not discriminating. Actually, the cost in currency of B's 
product is 20 per cent higher than C’s; and, of course, cost in currency 
is the relevant measure under the assumed conditions. Any evaluation 
of discrimination should take this factor into account. 


V. Conclusions 


The following conclusions are suggested by the preceding analysis: 

1. Autonomous discrimination may occur under conditions otherwise 
appropriate to multilateral trade. It is undesirable because it reduces 
the specialization effect and involves what may be considered an 
“unfair” distribution of the gains from trade. Enforcement of non- 
discrimination was seen to provide an adequate corrective. For these 
reasons it may be argued that a policy of non-discrimination should be 
‘enforced with respect to nations guilty of autonomous discrimination.” 

2. This reasoning was shown to be inapplicable to induced discrim!- 
nation because of the different set of conditions under which it occurs. 
Consequently, the ITO’s general position of allowing discrimination in 


discounts on currencies. (See next paragraph in text.) Other criticisms of the method have 
been published (see Dr. Polak’s article above; also: G. M. Meier, “The Trade Mair 
Comment,” Am. Econ. Rev., Vol. XX XVIII, No. 4 [Sept., 1948], pp. 624-25). 

However, in spite of its defects, Professor Frisch’s work is very significant in that it 
attempts to answer the question: how to discriminate? and thereby facilitate progres a 
the recovery. The ITO, on the other hand, has made no contribution to this important 
problem of the transition period. Rather it has devoted its efforts to setting up rules for 
the post-transition period apparently on the assumption that transition problems will take 
care of themselves. 

* Abstracting from certain dynamic considerations. 
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the use of quantitative restrictions during the transition period was 
shown to be justifiable on economic grounds. The limitations on dis- 
crimination imposed by Annex K of the Havana Charter do not 

appear to be justifiable by the same logic. If one accepts the reasoning 

hat discrimination in the transition period is “induced” by structural 
fice quilibrium in trade, then it may be contended that the character- 
istics of the induced discrimination will be determined by the nature 
of the disequilibrium, and should not be limited by arbitrary “price” 
nd “quantity” criteria. 

The exceptions to the non-discrimination clause of the Anglo-Ameri- 
can Financial Agreement appear to be insubstantial and the clause, 
therefore, not defensible on economic grounds.” 

3. If a policy of non-discrimination should be enforced during the 
transition period, it must be recognized that market prices in local 
currencies, converted at parity, do not provide a valid measure of rela- 
tive cost. Currency discounts and premiums must also be taken into 
consideration if the policy is to have any economic significance at all. 

4. The ITO has made no attempt to solve the problem of how to 
discriminate in the transition period. This is a serious gap since the 
problems of the transition are quantitatively so much more important 
than those of the pest-transition period are likely to be. In addition, 
there is no guarantee that the present crisis may not continue in some 
sectors for many years. 

Ideally the ITO should undertake, in cooperation with its members, 
extensive studies as to the optimum levels and distribution of trade to 
be expected at the end of the transition period. Discriminatory restric- 
tions which are in consonance with, and necessary to the achievement 
of end-of-transition equilibrium should be allowed. It must be recog- 
nized that many nations are presently planning trade to a greater 
extent than ever before and with long-run ends in view. ITO coordina- 
tion of the international aspects of this planning would be invaluable.” 

" The events of July-August, 1947, showed the fallacy of the premature resumption of 
terling convertibility under the terms of this same Agreement. 


“A study of U.S. imports should have high priority on the list of research projects. 
le difficulties faced by foreign countries attempting to increase export to the U.S. are 
reat. The U.S. is the most efficient and self-sufficient of nations. About two-thirds of its 
mports consist of food, and raw and semi-finished materials; half of the remainder, of 
manutactured consumer goods. 

It is likely that imports of the former group can be increased much. Developments 
such as the invention of synthetic rubber, the improved tin-plating process, mechanization 
n beet sugar, etc., make it more likely that these imports will tend to decline relative 

‘o income, Studies show the U.S. elasticity demand with respect to the price of these 

ommodities is very low. 

. = dif ficulties faced by foreign manufacturers trying to increase exports of consumer 
Bod: to the U.S. are great. The U.S. domestic industry is an efficient competitor in most 
"sting lines (including close substitutes). Attempts to create new markets are almost 
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Less than ideally, the ITO might attempt to develop, or support 
efforts, in the general direction in which Professor Frisch has been 
working. Any mechanism which is clearly an improvement over current 
practice of unilateral discrimination should be incorporated into, and 
enforced by, the ITO. 


certain to have to face competition eventually from American emulators. For example 
Professor Williams says that American automobile manufacturers have told him that if 
other nations succeed in establishing a market in the U.S., “. . . we will go after it... .” (J, 
Williams, “Europe After 1952,” Foreign Affairs, April, 1949, p. 19). In those fields in 
which foreigners appear able to compete successfully with domestic firms, the U.S. provides 
high tariff protection. Foreign firms attempting to crack the American market always 
face the risk that tariff walls may be raised against them if they are “too successful’"— 
although this risk may be substantially reduced by GATT and the ITO. It must also 
be remembered that the present allocation of resources to U.S. industries competing with 
foreign products is based on a long-standing policy of protection and cannot be easily 
changed. 

In addition, American business men are more conversant with American tastes and 
more skilled than foreigners in the arts of advertising, packaging, styling, etc., for the 
American public. This raises the costs both of entry and of continued competition for 
foreign firms. Subsidies by foreign governments designed to overcome such handicaps, even 
initially, are infeasible since the Tariff Act of 1930 provides for the levying of counter- 
vailing duties to the full extent of such subsidies. 

There is no question but that American goods have a higher utility for foreigners than 
the exports of any other country. Offsetting this, however, increased exports to the U.S. 
may be costly in view of: (a) poorer terms of trade which appear unavoidable (b) the 
costs of investment, advertising, etc., needed for better orientation toward dollar markets, 
and (c) risk of U.S. recession or higher tariffs and consequent loss of markets. 
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INTERNATIONAL ASPECTS OF A RECESSION 


By ALBERT O. HiRSCHMAN* 


The present paper is concerned with the end of the world-wide post- 
war inflation and with its implications for the “dollar shortage.” In its 
first part, the stability of foreign economies will be examined, with 
particular reference to those of Western Europe. The second part deals 
with the probable consequences of a cyclical downturn for international 
economic equilibrium. 


I. The Stability of Foreign Economies 


Up to the middle of 1949, signs of a recession are fewer and less 
conclusive in foreign countries than in the United States. More and 
nore countries, however, are achieving stabilization regardless of 
whether they have been suffering from the “open” or the “repressed” 
variety of inflation and also regardless of the kinds and the degree of 
control under which their economies have been functioning. 

Incentives to invest have been particularly strong in all war devas- 
tated countries not only because of the large backlogs of consumer de- 
mand and the need for re-equipment in capital goods, but because 
relatively small amounts of investment (repairs of houses, railroads, 
replacement of damaged or outworn machinery) were sure to yield an 
exceptionally quick and high return. Once this abnormal demand for in- 
vestment comes to an end, a rather severe readjustment may be ex- 
pected. This type of readjustment did take place in 1947-48 in Italy 
where the completion of the most urgent repairs coincided with restric- 
tionist monetary policies which killed the speculative, inflation-induced 
type of investment. The other marked instance of a postwar recession 
is Belgium where war destruction had not been important and where 
the government followed a policy of giving primary attention to the 
filling of consumers’ needs. 

Spotty evidence of slackening consumer buying has been available 
in most Western European countries over the past months. Investment 
pressures have eased considerably in Sweden and Switzerland, com- 
plaints about lagging investments are common in Germany and Italy, 
and a number of large-scale reconstruction and re-equipment programs, 
particularly in the field of transportation (shipbuilding in England, 


*The author is an economist with the Board of Governors of the Federal Reserve Sys- 
‘em. The views expressed in this article are not necessarily those of the Board. 
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railways in France and Italy, and truck production in Western Europe 
in general), are nearing completion. 

In many countries the public authorities have elaborated investmen; 
plans which so far they have had the greatest difficulty in financing 
without inflation and which, therefore, might be expected to prevent 
any tendency toward a depression. It is by no means certain, however. 
that everything will work out in this way. Many European countries 
have now made a considerable fiscal effort to create the savings neces- 
sary to offset the planned investment. But this investment, to a very 
large extent, is carried out by the private entrepreneur. At some point, 
it may simply not be forthcoming in the volume expected and then, 
provision having been made for it by budget surpluses, selectively re- 
strictive bank credit policies, etc., there would be an ideal setting for a 
deflation. What needs to be pointed out, therefore, is that the present 
semi-planned economies of Western Europe have by no means achieved 
a reliable coordination of savings and investment decisions. Of course, 
in the past inflation-ridden years, investment projects have repeatedly 
been subjected to cuts which would presumably be restored as demand 
recedes. But the feeling of security induced by this consideration may 
well prove to be illusory, for an entrepreneur who very much wanted 
to undertake an expansion of his plant a year ago may feel quite 
differently about such a project when the inflation around him has 
subsided or turned into deflation. 

Even nationalized industries cannot be entirely relied upon to un- 
dertake investment programs when a recession has started to set in. 
In the first place, these industries have already invested at a very high 
rate during the recent inflationary phase, so that all that might be ex- 
pected from them is the continuation of the present rate. Moreover, 
the managers of these industries have been told so insistently over the 
past years that they should use ordinary business judgment and criteria 
that, at least during the initial phase of a recession, they may wel 
postpone investments when business in general adopts a wait-and-see 
attitude. 

Another uncertainty affecting business activity in European coun- 
tries is the level of individual savings. The general inflationary climate 
and the uncertainty about the prospective level of private savings has 
led, in a number of countries, to an extremely limited reliance on pet- 
sonal savings as an offset to the planned level of investment. All other 
forms of savings, such as corporate savings and budget surpluses, 
seem far superior in that they are more enforceable, #.e., they are less 
forecasts, which may or may not become true, than targets which can 
consciously be aimed at by economic policy. 
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Thus, in France the “inflationary gap” was calculated in 1947-48 on 
the assumption of zero personal savings.’ In Great Britain, the 1948 
estimate of private savings was 220 million pound but this consists, 
to the extent of 214 million, of direct taxes on capital.’ In countries like 
Norway and the Netherlands the national accounts were actually 
drawn up on the assumption that there would be a certain amount of 
net dissaving by private individuals. 

It goes without saying that a zero or negative level of personal sav- 
ings is an anomaly caused by exceptional backlog demands or by in- 
flation. When the backlog demands are filled, when the inflation is 
stopped and excess liquid holdings have been reduced, a sudden reap- 
pearance of private savings on a substantial scale is possible: it is quite 
likely to take the official planners by surprise. 

What policy will or should European countries follow when they 
are faced, despite planning for full employment, by a recession result- 
ing from over estimates of private investment and underestimates of 
private savings? As long as inflationary tendencies prevail, the task 
of the authorities is clear enough, though by no means easy to carry 
out. The weapons to be used are the familiar ones of restrictive fiscal 
and monetary policy, supplemented if necessary or advisable, by the 
use of negative or veto controls over private investment. 

Novel problems arise, on the other hand, when individuals are sud- 
denly found to save again, and when private investment ceases pushing 
incessantly against the limits which have been assigned to it in the 
total investment program, but starts to fall short of these limits. For 
a number of reasons it appears unlikely that foreign countries in gen- 
eral, and those of Western Europe in particular, will be able or ready 
immediately to counteract such developments. In the first place, a mere 
reversal of the policies followed during the inflationary phase such as, 
for example, the lifting of credit and investment controls, may be in- 
effective in reviving demand. Secondly, in countries where inflations 
have been protracted and violent, the authorities may prefer to err on 
the side of disinflation, at least for a while. This may be sound policy 
also because such inflations presumably have given rise to considerable 
misdirection of resources which ought to be corrected. Finally, and 
most important, the trend toward recession brings almost automatically 
a certain improvement in the foreign exchange position of the countries 
concerned and their authorities will, therefore, hesitate to take “‘com- 
pensatory” measures which are likely to re-create the same degree of 

‘Commissariat General du Plan de Modernisation et d’Equipment, Perspectives des 
Ressources et des Besoins de Economie Francaise (Paris 1947), p. 73. 
*The Economist, April 9, 1949, p. 669. 
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dollar shortage as existed prior to the onset of the adjustment process. 
Clearly, the loosening up of the labor market and of resources in gen- 
eral ought to be taken advantage of in order to carry out a reorienta. 
tion toward export industries (or toward activities providing domestic 
substitutes for imports). 

Economic policy, therefore, will not be concerned solely with the 
restoration of a sufficient aggregate of effective demand. Balance of 
payments preoccupations will probably rule out indiscriminate “refla- 
tion” with its reliance on the automatic working of the multiplier, and 
will rather point to the necessity of specific direction of the re-expansion 
process. But the official investment planning seems to be efficient mainly 
in expanding the so-called basic sectors of the economy (energy, trans- 
portation, iron and steel). With the exception of some large-scale in- 
dustries, such as petroleum refining and shipbuilding, the official plan- 
ners do not seem to have been very successful in planning directly for 
the expansion of exports, not to speak of their direction. This may be 
a field where exchange rate adjustments, which would render exporting 
attractive to business, could play a useful réle not only in immediately 
producing greater balance of payments equilibrium, but also in gen- 
erating and guiding a new investment wave. 

The present uncertainties about the future course of business ac- 
tivity in European countries make it necessary to re-examine Eco- 
nomic Cooperation Administration policy concerning the so-called 
counterpart funds which derive essentially from the sale of ECA-fin- 
anced commodities within the countries receiving aid. Hitherto the 
United States power over the use of these funds was used primarily to 
fight inflation, either directly by withholding them from current spend- 
ing, or by making release dependent on effective anti-inflationary ac- 
tion. With deflationary tendencies outweighing inflationary pressures a 
reversal would consist in stopping debt retirement programs which are 
followed in a number of countries and in supplementing releases by 
additional expansionary action by the foreign governments. But in 
view of the undesirability of a policy of indiscriminate reflation, such 
a simple about-face would in general not be adequate; it will be neces- 
sary for the ECA to make sure that spending of counterpart funds does 
not promote short-run recovery from recession at the expense of im- 
peding longer-run recovery from the dollar shortage. 


II. International Repercussions of a Recession 


In examining the implications of a recession for international bal- 
ance of payments equilibrium, we shall assume at first that a down- 
turn occurs only in the United States while other countries continue to 
enjoy a high level of economic activity. 
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Efiects of a Recession in the United States Only 


This is almost a classical case by this time, for most discussions 
about appropriate postwar international economic policy have taken 
this situation as their starting point. It generally was assumed that a 
fall in U. S. demand would produce balance of payments difficulties 
abroad, and an international equivalent to the theory of internal com- 
nensatory fiscal and monetary policies was elaborated by such writers 
as Nurkse and Triffin. In such a situation, it was propounded, it would 
be wrong for the affected countries to “play the rules of the gold stand- 
ard game” and to contract money and income. On the contrary, inter- 
national currency reserves ought to be freely spent and the contractive 
domestic effect of the outflow properly counteracted so as to avoid 
spreading the deflation and intensifying it in the United States. This 
analysis is based on two assumptions: First, that there is an approxi- 
mate balance in international economic relations before the start of the 
recession; second, that the countries whose balances of payments de- 
teriorate as a result of the recession have reasonably ample foreign 
exchange resources—either as central bank reserves or as readily avail- 
able drawings on the International Monetary Fund. We shall now 
explore the implications of the fact that neither of these assumptions is 
valid under present conditions. 

A depression in a leading trading country is practically certain to 
create balance of payments problems for its trading partners only if its 
balance of payments is in approximate equilibrium at the time a reces- 
sion sets in; but if that country already maintains a considerable export 
surplus before the onset of the recession, the same proposition does 
not necessarily hold. The reason for this is quite elementary. A reces- 
sion starting in the United States will lower the volume and prices of 
American imports, but it will also decrease the price of American ex- 
ports. In a situation where this country maintains a huge export surplus 
the latter factor could easily outweigh the former, i.e., the dollar sav- 
ings accruing to a foreign country from the fall in import prices could 
well exceed the loss sustained by the shrinkage of its exports. 

This reasoning ought to apply with particular force to the countries 
participating in the European Recovery Program since in 1948 they 
still exported to the United States only about one-fourth of their 
purchases in this country. The 1947 Survey of the Economic Commis- 
sion for Europe had shown how close to one-half of the increase in 
Europe’s balance of payments deficit from 1937 to 1947 was due to the 
increases in world prices, quite apart from any deterioration in the 
terms of trade.* A recession with its decline in dollar prices could corre- 


*Economic Commission for Europe, A Survey of the Economic Situation and Prospects 
{ Europe (Washington, 1948), p. 60. 
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spondingly improve Europe’s international position even though the 
volume of its exports to the dollar area were to be somewhat reduced.‘ 

If the above consideration is valid, a recession in the United States 
could cease to be an unmitigated evil for foreign, and in particular {o; 
European, economies. Nevertheless, much relief cannot be expected in 
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this fashion if only because rather narrow limits are set through legis- U. 
lation to a fall in American export prices in the area where it would do tan 
Europe most good, that is in agriculture. the 
Furthermore, a fall in the world price level would profit Europe only fact 

if three conditions are fulfilled: (1) the fall in the volume of European of « 
exports must not be such as to wipe out the dollar savings obtained mad 
through the fall in import prices; (2) the volume of Europe’s imports it is 


must be held in check in the face of the decline of their prices; and abot 
(3) the amount of financial aid must not diminish concurrently with thou 
import prices. 
It is easy to see that these conditions are only partially met. 
In the first place, the United States income elasticity of demand for 
European exports is likely to be high since Europe exports to the United coun 


States a large proportion of luxury and semi-luxury articles.’ Allt 

With regard to the volume of imports, European economies may be aid ¢ 
relied upon not to expand their imports merely in reaction to price de- tain 
clines. But a tendency toward an increase in the volume of European State 


imports from the United States could nevertheless be expected to assert can ( 
itself once the domestic sellers’ market in the United States had changed to ar 
into a buyers’ market. For this development would permit foreign coun- past 
tries to obtain items previously reserved for domestic consumers and and | 
would speed up delivery schedules of American manufacturers for sourc 
foreign orders of machinery and equipment. Amer 


DOrts 
*The present paper was written in April 1949, before the outbreak of the new British rts 


dollar crisis. This crisis may be held to contradict the view that a mild U. S. recession 
would not necessarily be unfavorable for the balance of payments position of a country 
receiving large amounts of American aid. It is highly misleading, however, to explain the 
loss in British reserves primarily by a decline in U. S. purchases, in other words by the 
recession in the United States. The main causes of the deterioration in Great Britain’ 
external position during the second quarter of 1949 were rather various capital transactions 
and increased imports by the United Kingdom and other sterling area countries. The dollar 
losses incurred by the decline in U. S. purchases of sterling area goods would have been 
largely compensated by the savings effected through the decline in prices of l. 5 
exports to the sterling area provided the volume of these exports had remained constan! 
Moreover, in 1948, the sterling area covered two-thirds of its imports from the United 
States by its exports, and this relatively high percentage places it outside the class of 
countries (such as France, Italy, Germany) to which our argument applies with particular 
force. 

*See Randall Hinshaw, “Prosperity, Depression and the British External Problem” 
Foreign Economic Policy for the United States, Seymour E. Harris, ed., (Cambridge 
Mass., 1948), p. 84, for data on the high income elasticity of demand for British products 
in the United States. 


tral 


| 
| 

| 

| 

| 

| 

| 

| 

| 

| 

| 

| 


HIRSCHMAN: INTERNATIONAL ASPECTS OF A RECESSION 1251 


rhe third condition for a price fall to result in balance of payments 
relief for deficit countries is a ceteris paribus with respect to U. S. aid. 
rhe continued existence of sizeable foreign aid programs during the 
urrent readjustment is a substantial safeguard against an international 
.pread and deepening of a recession just as the abrupt end of private 
U.S. lending at the onset of the Great Depression had then an impor- 
‘ant intensifying effect. Nevertheless, there are certain limitations to 
the extent to which foreign aid outlays may be relied on as a stabilizing 
factor. In the first place, the emphasis on the real or commodity aspect 
‘ our aid tends to provoke curtailments of the dollar amount of aid 
made available when prices fall. Beyond this technical consideration, 
is already apparent that a recession in the United States may bring 
about a decreased willingness to maintain our foreign aid programs al- 
ough at least a slowing down of the scheduled progressive reduction 
ycle policy.’ 
All in all, it appears therefore more than doubtful that the European 
ountries will obtain much relief from a recession in the United States. 
\ll that may be affirmed is that the countries receiving large-scale U. S. 
id are likely to fare better in a recession than those countries that ob- 
tain their dollars primarily by selling goods and services to the United 
States. The latter countries will feel the full impact of the fall in Ameri- 
an demand, and they are quite unlikely, under present circumstances, 
) apply the policy of freely spending their dollar reserves. Over the 
past years, all countries have become conscious of the dollar problem 
nd of the desirability to husband their scant remaining dollar re- 
\ country that sees its dollar deficit increase because of reduced 
\merican purchases would immediately retaliate against American ex- 


rtc 
LS 


lt would seem, therefore, that, in the event of a recession, we would 
ive a special responsibility with respect to those countries that so far 
ive received their dollars primarily through trade channels rather than 
in the form of U. S. aid. Moreover, it may be in our own interest to 
ee to it that immediate curtailment of their imports from the United 


med, of course, that the federal budget ought to be in balance under all 
then it is possible to argue, as has been done during recent Congressional 
ur foreign aid programs are not inflationary—the contention of 1947-1948 

y since they make necessary a greater tax burden than would be re- 
vise. This argument would be particularly strong if it is found that the re- 
ries do not actually spend all of the aid received, but accumulate an im- 
1 of it in the form of additional reserves. To tax the American consumer 
‘mit foreign Central Banks to hold idle dollar balances would indeed be 
nary action. For this reason, stabilization loans ought to be financed 
lebt transactions or through direct banking operations rather than through 
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States in retaliation for decreased exports to the United States js 
avoided or minimized. : 


Effect of a Recession in Foreign Countries 


It was stated in the preceding section, that under present circum. 
stances a recession arising only in the United States could have less 
unbalancing effects on foreign economies than was generally believed. 
This statement would need to be less surrounded by qualifications if jt 
is assumed that simultaneously there is some disinflation in foreign 
countries. 

For the purpose of our analysis it would be tempting to distinguish 
two components of the dollar shortage: a “monetary” one which would 
designate the external consequences of the condition of “open” or “te- 
pressed” inflation which has characterized European, South American, 
and other economies since the war; and, secondly, a “structural” com- 
ponent which would express the needs for temporary outside financing 
required to attain a certain level of productivity while maintaining a 
socially necessary standard of living. Unfortunately the line of dis- 
tinction between the two components cannot be drawn with any pre- 
cision. Inflation often involves a special balance of payments drain 
caused by capital flight, by wasteful investment, and by failure to 
export; but it is impossible to tell how big this burden is in relation to 
the total deficit. Moreover, it is likely that a prolonged inflation cannot 
be stopped without provoking a downturn and without thereby doing 
away with part of the “structural” component of the dollar shortage, 
in addition to the monetary one. 

In such a situation the need for aid dollars will probably decrease 
suddenly and situations may arise in which a foreign country is actually 
unable to absorb foreign aid in the amounts available. . 

Conditioned as we already are to a general dollar shortage, suc 
inability to absorb aid almost strikes us as something against nature, 
but it is of course not any more perverse than the inability of an econ- 
omy to make reasonably full use of its manpower and machinery. 4 

very striking example of this type of situation has been given by 
Italy which has accumulated in the form of additional reserves of gold 
and foreign exchange close to one-half of the aid received in 1948-4 
This has been done indirectly, of course (i.e., by not using the dollar 
proceeds of its exports), since ERP dollars are necessarily tied to cot 
modity imports, even though not to imports from the United States. The 
accumulation of reserves has been largely the result of the stabilization 
of the Italian internal situation combined with the adoption of a mot 
realistic exchange rate than prevailed elsewhere in Europe. eal 

Similar instances of inability to absorb aid and of accumulation 
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foreign exchange reserves have been encountered in other countries 
where symptoms of a recession have appeared, such as Germany and 
Belgium. These examples serve to show that our view of a gradual and 
regular tapering off of the need for aid may be based on the unrealistic 
amie of a world where planning is perfect and business cycles 
are non-existent. After the immediate reconstruction period when war 
damage is largely repaired, when pipelines are refilled, when some of 
the most important deferred demands in both consumption and invest- 
ment are satisfied, and when the monetary overhang has been worked 
off in one way or another, many foreign economies are likely to pass 
through a period of adjustment during which their needs for foreign 

d may be smaller than in a subsequent period when a new cycle of 
investment is undertaken. But the very fact that we have not made 
any provision for cyclical changes in determining the need for aid may 
help in the overcoming of foreign recessions. For the accumulation of 
dollars on the part of a foreign country experiencing a recession and 
the realization that it may well face a cut in aid if the accumulation 
continues may yet cause it to throw caution overboard and to under- 
take vigorous anti-deflationary action. 

Thus it becomes possible to distinguish three postwar stages in the 
interaction between internal and external disequilibrium. It cannot be 
denied that to a certain extent during the immediate postwar period an 
inflation carried with it a dollar premium.’ In a second period, as the 
volume of our aid shrank, anti-inflationary policies gained in attractive- 
ness since they permitted foreign countries to absorb the decrease in our 
aid with a minimum of internal stresses. In a third period, the competi- 
tion for the dollars made available by us may yet become a powerful 
iactor in avoiding any prolonged recession of foreign economies. This 
would be a new and possibly quite valuable mechanism: so far, every 
country that in a depression made faster progress than the rest toward 
recovery was penalized by experiencing a strain in its balance of pay- 
ments and a loss in reserves. Now, with the resulting deficit being made 
good by dollars contributed by the United States out of a limited 
amount of aid, the penalization would be changed into reward. 

"It is not = ~y that foreign countries have willfully engineered inflation in order to 

sligible” for U. S. aid. An inflation is far too much fraught with social and po- 
I “yt it to be provoked lightly by any government. In so far as inflations 
have resulted from positive action, rather than from omissions, on the part of national 


sovernments, they have been due to overambitious investment and development pro- 
grams, rather than from any conscious attempt to capture a larger share of U. S. aid than 


would have been obtained otherwise. 
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THE THEORY OF PRICE OF STORAGE 


By HoLsrook WorkING* 


The theory here considered is an attempt to solve a problem pre- 
sented by conflict of accepted theory with observed price behavior. 
It seems to have important implications regarding consequences of 
futures trading, and to throw some light on the general subject of 
effects of economic expectations. The problem arises out of evidence 
on inter-temporal price relations, and we must first take time to get 
a clear view of the essential facts which must be comprised in a 
theoretical formulation. 


I. The Problem 


Inter-temporal price relations are here defined as relations at a given 
time between prices applicable to different times. For examples, one 
may take the relation at a given time between a spot price and a for- 
ward price for the same commodity; or one may take the relation be- 
tween two forward prices, such as the relation between prices of the 
December and the May wheat futures, or the May and the September 
futures, at a given time. 

We exclude from “inter-temporai price relations” the relation be- 
tween price today and price at some previous date, or the relation 
between prices at two previous dates. Such relations are not relations 
between simultaneously quoted prices applicable to different times; 
they express price changes which occur through time, and may best 
be characterized simply as price changes. They are brought into rela- 
tion only by the artifice of a statistical table or chart. 

It has been customary to regard an inter-temporal price relation as 
commonly a relation between two substantially independent prices. For 
example, if the price of September wheat is quoted in April at 15 cents 
per bushel below the simultaneous quotation for the May future, the 
customary explanation has been that the relatively low price of the 
September future reflects expectation of a large wheat harvest, which 
will depress the price of wheat by September, but which (so the ex- 
planation runs) cannot affect the price of wheat in May. 

Now empirical investigation has shown this explanation to be wholly 


*The author is economist and professor of prices and statistics at the Food Research 
Institute, Stanford University. 
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mistaken. In the first place, the amount by which the price of the 
September future is discounted relative to the May future does not 
depend on the expected size of the crop to be harvested between May 
and September. In the second place, it is mot true that expectations 
warn oe the coming crop can have no effect on the price of the May 
future: on the contrary, expectations regarding the harvest which will 
occur after May affect the price of the May future in approximately 
the same degree as they affect the price of the September future. Some- 
times, indeed, changes in expectations regarding the coming crop seem 
to affect the price of the May future more, in cents per bushel, than 
they do the price of the September future. There seems to be some 
tendency for the relation between the two futures to remain constant 
in percentage terms, if nothing happens except a change in expected 
size of the new crop. Suppose, for example, that in early April the price 
of September wheat is $1.50 per bushel, and the price of May wheat 
is 10 percent higher, at $1.65. Now suppose that serious crop damage 
is thought to be detected during April and the price of September 
wheat rises to $1.80; the price of May wheat may very well rise to 
about $1.98, maintaining the former percentage relation to the price 
for September delivery, but actually rising 33 cents, under the influence 
of supposed crop damage, where the rise in price of the September 
future was only 30 cents. 
The foregoing statement of fact is based on empirical studies which 
have attacked the question from other angles besides the one suggested 
above.’ The results from all lines of investigation concur in indicating 
that prices quoted at one time, in a futures market, for two different 
dates of delivery, stand in a relation which in general does not reflect 
expectations regarding events that may occur between the two delivery 
dates. This conclusion holds whether the dates lie in separate “crop 
years,” as in the example considered above, or in the same crop year. 
What, then, are the influences which determine inter-temporal price 
relations? In the examp!e considered above, a true explanation would 
be that the price of May wheat (in April, let us say) is above the 
tthe following publications, issued under Wheat Studies of the Food Research 
“The Post-Harvest Depression of Wheat Prices,’ November 1929, VI (1) 
ce Rela ions between July and September Wheat Futures at Chicago since 1885,” ad 
33, IX (6); “Price Relations between May and New-Crop Wheat Futures at 
icago since 1885,” X (5); “Price Relations of Liverpool Wheat Futures with Special 
Xelerence to the December-March Spread,” XVII (3). All are by the present author, the 
last sin ollaboration with Sidney Hoos. Some theoretical implications of the findings other 
in e considered here are examined, and more detailed citation of evidence is given, 
y of the Inverse Carrying Charge in Futures Markets,” Jour. Farm Econ.. Vol. 


1 (Feb., 1948), pp. 1-28, and “Professor Vaile and the Theory of Inverse Carry- 
narges,” Jour. Farm Econ., Vol. XXXI, No. 1 (Feb., 1949), pp. 168-72, also by the 


nt author. 
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price of wheat for September delivery because the last crop was small 
(perhaps the carryover from still earlier crops was small also, con- 
tributing to the effect). So far as supplies are concerned, it is only 
supplies already in existence which have any significant bearing on a 
current inter-temporal price relation of this sort.? 

This statement of fact poses the theoretical problem to which we 
now turn. How shall we account for the observation that it is existing 
supply rather than expected change in the supply which is involved 
in determining inter-temporal price relations? The answer is easy for 
one set of circumstances, which we may consider first. 


II. Clear Aspects of the Theory 


The theory of inter-temporal price relations is simple and has long 
been fairly well understood so far as concerns the condition of large 
supplies, involving stocks which must be carried from one date to 
another in such volume that direct economic reward must be offered 
for the service of stock-carrying. In those circumstances, relations 
between prices for delivery at the two different dates are commonly 
regarded as depending on the “cost” of carrying the stocks. This is a 
condition which has often existed for wheat in the United States as 
regards the relation between prices.for December and for May delivery. 
It is commonly said, with approximate accuracy, that in the presence 
of abundant supplies the price for May delivery tends to be the price futur 
for December delivery plus the cost of storing wheat from December futur 
to May. At various times in the past supplies have been so large that stora 
even the relation between the price for May delivery near the end of futur 


one crop-year, and the price for delivery in the subsequent September made 
following a new harvest, seemed clearly determined by the cost oi appre 
storing wheat over the interval. ; whea 

This theory of inter-temporal price relations under the condition must 
of abundant or super-abundant supplies has the defects common to all the t 
cost theories of return for an economic service. If the return for a Yet ¢ 
service is determined freely and competitively, it will vary according relati, 
to demand and supply conditions. Such is the case with returns for tract 


storage of wheat. If stocks to be stored are exceptionally large, the differ 


return for carrying wheat may exceed the “cost” of storage, as con comm 
ventionally calculated. If stocks are quite moderate, competition amon2 reaso! 
firms with storage facilities tends to result in the storage being provided occur. 
for a rather small return per bushel. gives 


*In some special cases this statement is subject to minor qualification, but the cases are J 
such as have not been found in the United States wheat market. The basic theory of inter- a 200 
temporal price relations must be founded on conditions such as are described in the text the ac 


then elaborated, if necessary, to cover conditions of more complex character. Th 
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rhis amendment of the theory first described above leads to explain- 
‘ag inter-temporal price relations under the pertinent conditions as 
determined by a competitive “necessary return for storage.” We may 
sow sav that the price of wheat for May delivery exceeds the price 
tos December delivery by the amount of the necessary return for 
+orage from December to May. Given a futures market, active in- 
formed competition occurs in determination of the necessary return, 
because any elevator operator who hedges the stocks he carries knows 
within rather narrow limits what return he will receive for the storage 
service rendered. 

Near the end of November, for example, the hedger may make a 
choice whether to sell wheat which he has in store or to carry it until 
May. For purposes of the reasoning, it makes little difference whether 
the wheat at the time of decision is hedged in the December or in the 
May future; if the hedge is in the December future, decision to hold 
beyond December will require transfer of the hedge to the May future, 
ost, at most, of only 0.3 cent per bushel, and at a cost of only 
ent per bushel if the hedger holds membership in the exchange, 
s large hedgers do for the sake of such savings. Suppose the hedge 
y in the May future. In making his decision, the hedger assumes 
irst approximation that at the end of April the price of the wheat 
jwns will stand in the same position relative to the price of the May 
re as it holds at the end of November relative to the December 
future. If events should conform to that assumption, his return for 
storage would be exactly the amount by which the price of the May 
iuture exceeded the price of the December at the time the decision was 
made. If he thinks that the price of the wheat he owns will either 
appreciate or depreciate relative to the price of the specific quality of 
| wheat represented by the futures contract, any such expected change 
must be applied as an adjustment to the known price difference between 
the two futures in order to arrive at his expected return for storage. 
Yet even in cases where there is opportunity for substantial change in 
relation between the price of the wheat owned and the price of “con- 
tract wheat”—opportunity which may exist either because of a large 
lifference in quality or because of a large difference in location—it is 
common to make no adjustment for this possibility because the most 
reasonable assumption at the time is that no change in relation will 
occur. In any case, the known relation between prices of the two futures 
sives the hedger a basis for anticipating his return for storage which 
s lar superior to any estimate which could be made in the absence of 
4 good hedge in a futures market or of an outright forward sale of 
actual wheat. 

Thus existence of a futures market, coupled with the practice of 
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hedging, gives potential holders of wheat a precise or at least a good 
approximate index of the return to be expected from storing wheat 
This is an important fact which has been too much neglected in dis. 
cussion of the economics of futures trading. It is through supplying 
a direct measure of the return to be expected from storage, and 
means, through hedging, of assuring receipt of that return, or of ap- 
proximately that return, that a futures market makes its most direct 
and powerful contribution to the economical distribution of supplies 
of a commodity over time. 

A known return for storage is, in essentials, a price of storage. The 
fact that the price of storage is not quoted directly, but must be 
derived by taking the difference between quoted prices of wheat for 
two different dates of delivery is immaterial for the economic reasoning 
The price difference, at least when it is positive, is in all essential 
respects itself a price of storage, determined in a free market through 
the competition of those who seek to supply storage service. The gen- 
eral form of the storage supply curve is known from statistical studies 
and may be represented as in Figure 1. 


W 
< 
< 0 + 
uc 
(ome) ” 
< 
0 AMOUNT OF WHEAT STORAGE SUPPLIED .- 
FiIGuRE 1. STORAGE SuPPLY CURVE : 


Because Figure 1 is a generalized representation, scale values art 
not shown except at the origins, which are taken as zero for both 
price and amount of storage. The price scale depends, among other 
things, on the length of time-interval involved; for example, the price 
figures will be larger for storage from September to May than ‘or 
storage from December to May. The quantity scale depends, for ont 
thing, on the time of year, for reasons that are somewhat complicated, 
but relate partly to opportunities to use the storage facilities for storns 
other grains. This observation suggests that the position and form 0! 
the curve itself may change somewhat from year to year with variation 
in those alternatives. The scale depends also on the measure used 
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.mount of storage; the indices of amounts which are available for 
tical analysis are not quite the measures which would be chosen 
‘or theoretical discussion. 

Ill. The Theoretical Problem 
‘he foregoing theoretical treatment does not meet the problem 


1 at the outset because this theory considers only the case in 
h the price for later delivery is above the price for earlier delivery, 


tor 


ais 


problem tends to emerge clearly only when the price for deferred 
delivery is below the “nearer” price. 

One approach to treatment of the latter class of circumstances is 
afforded by extending the theory to admit consideration of negative 
prices of storage. We may then draw the supply curve for storage as in 
Figure 2, which differs from Figure 1 only in that the curve of the 


PRICE OF WHEAT STORAGE 


AMOUNT OF WHEAT STORAGE SUPPLIED 


Ficure 2. CompLete Storace Suppry Curve 
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earlier diagram is extended downward and to the left, into an are, 
of negative prices. 

This diagram also is founded on statistical observation. When the 
difference between prices for near and for later delivery, which we have 
seen may profitably be regarded as a price of storage if it is Positive, 
takes negative values, wheat is nevertheless stored in substantial quanti- 
ties over the time-interval considered. The amount which is stored, 
however, tends to be less when the “price of storage” is negative and 
large, than when it is negative and small. There is strong evidence that 
the continuity of the curve is uninterrupted where it crosses the zero 
line. 

Let us now consider a question which might have been raised with 
regard to Figure 1. Both Figure 1 and Figure 2 show, as is demon. 
strably the case, that a large amount of storage is supplied even when 
the price of storage is exactly zero. One condition which makes that 
possible is the fact that storage of grain is an enterprise in which most 
of the costs are fixed costs, from a short-run standpoint. Another im- 
portant condition is that for most of the potential suppliers of storage, 
the costs are joint; the owners of large storage facilities are mostly 
engaged either in merchandising or in processing, and maintain storage 
facilities largely as a necessary adjunct to their merchandising or 
processing business. And not only are the facilities an adjunct; the 
exercise of the storing function itself is a necessary adjunct to the 
merchandising or processing business. Consequently, the direct costs 
of storing over some specified period as well as the indirect costs may 
be charged against the associated business which remains profitable, 
and so also may what appear as direct losses on the storage operation 
itself. For any such potential supplier of storage, stocks of a commodity 
below some fairly well recognized level carry what Kaldor has aptly 
called a convenience yields This convenience yield may offset what 
appears as a fairly large loss from exercise of the storage function itsel! 

Thus we have an explanation not oniy of why large quantities of 
wheat are stored in the absence of any direct return for storage, but 
also of why wheat is stored when the figure which we have chosen t0 
call “price of storage” is negative. There remains, however, the ques: 
tion whether it is good theory to treat these negative values as negate 
prices. Should we, rather, say that the difference between prices 0: 4 
commodity for two different dates of delivery may be considered a prict 
of storage only when the indicated price is positive, and that some other 
theoretical treatment of the relation should be provided to cover the 


* Nicholas Kaldor, “Speculation and Economic Stability,” Rev. Econ. Stud. (1939-40 
Vol. VII, p. 6. 
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area of negative values? Other possible treatments come to mind, but 


ea 
ne which seems to me to have merits which warrant advancing it as 
he preferable to recognition of the existence of negative prices of storage. 
4 IV. Supplementary Considerations 
ti- if we leave open the question which has just been raised, there may 
ed, be occasion to reconsider how well, in fact, the price-of-storage theory 
nd serves in the area of positive “prices of storage.” Two limitations of 
iat the theory may be noted: (1) much storage is supplied by people who 
TO io not hedge and who decide to store, or not to store, without regard 
to what we have called the price of storage; and (2) much storage 
ith by those who do hedge earns a return which is not exactly equal to the 
on- market price of storage. Neither of these limitations has any importance 
len from the standpoint of principle, however; each has its counterpart 
hat in familiar price theory. If people store without regard to the current 
ost market price of storage, so do people produce vegetables without regard 
im to the current market price of vegetables. And if some people store 
ge, because they expect to receive a higher return than the quoted market 
tl} price of storage, so also do people produce goods in expectation of a 
ige higher return, owing to quality or to place of sale, than the price 
or recorded in available quotations. 
the A particular merit of the price-of-storage theory is that it exposes 
the clearly the fact that in the presence of hedging much storage does occur 
iS in response to a recorded, and competitively determined, assurance of 
My return specifically for the storage itself. This creates a situation very 
le, different from that where storage is undertaken simply in the hope of 
- price appreciation. As has been remarked, this establishment and 
fe recording of an exactly or approximately known return for storage is 
ly a principal means by which futures markets facilitate the economical 
= distribution of supplies through time. 
ell This merit of the price-of-storage theory is one which argues for 
a extending the theory to cover negative prices. The negative prices 


occur when supplies are relatively scarce. They then impose pressure 
on hedging merchandisers and processors to avoid holding unnecessarily 
“ quantities out of consumption in the form of stocks which they 
can ~* without.* Thus a negative price of storage makes available for 
consumption in a year of shortage, supplies which would otherwise 
remain tied up in “convenience stocks.” In the case of wheat in the 
United States, the quantity which may be drawn out of pure con- 


A correspondent whose remarks have been much appreciated has advanced the objection 
n of a negative price of storage implies that people are paid for not storing. 


To my mind. it 


: t implies that people are paid in reverse (that is, have to pay) for such 
storing as they choose to do. 
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venience stocks and made available for current consumption by , 
negative price of storage is of the order of 75 million bushels, 

The main reason, of course, for adopting the cost-of-storage theory, 
or some alternative which provides direct explanation of inter-temporal 
price relations, is that some such explanation is necessary to account 
for observed price behavior. Only some direct explanation of the price 
relation in terms of an existing condition can account for the fact that 
expectations regarding future events, which are directly pertinent to g 
distant forward price, have approximately the samme effect on spot and 
near forward prices as on a distant forward price. 


| : 
| | 

Ret 
| ; 
| 
| no 
| 
| 
| 


COMMUNICATIONS 


Federal Expenditure and Revenue Policy for Economic Stability 


note—The following statement, together with a second statement Fiscal Policy 
ear Future, was transmitted to the Joint Committee on the Economic Report 
‘ber 23, 1949. See: Federal Expenditure and Revenue Policies, Hearings before the 
‘ommittee on the Economic Report, September 23, 1949, 81st Cong., ist sess., U. S. 
t Printing Office, Washington, D.C. The reports were also printed in Monetary, 
id Fiscal Policies, a Joint Committee print of statements from various sources 
the Congressional Record, September 26, 1949, pp. A-6137-9. The statement is 
ceneral interest to economists that it was thought desirable to reprint it in the 


The statement was drafted at a conference called by the National Planning Association 
N.J., September 16-18, 1949, at the request of the Subcommittee on Mone- 
t and Fiscal Policies of the Joint Committee. It was adopted unanimously by 
ittending. The signers were: Howard R. Bowen, Howard S. Ellis, J. Kenneth 
James K. Hall, Albert G. Hart, Clarence Heer, E. A. Kincaid, Simeon E. Le- 
| Samuelson, Lawrence H. Seltzer, Sumner H. Slichter, Arthur Smithies, Tipton 
H. Christian Sonne, Jacob Viner, and Donald H. Wallace. 


Introduction 


Although our economic system accords a dominant role to private enterprise, 
government expenditures and receipts have now reached a scale that make 
them crucially important factors in our national welfare. In 1949, with a gross 
national production of 250 billion dollars, the federal government is spending 
more than 40 billions, while federal, state, and local governments together 
are spending around 60 billions. 

Government programs of this size make it more than ever desirable that 
y dollar of government expenditures be used as efficiently as possible. We 
are not rich enough to afford waste of resources by government any more than 
OV anyone eise, 
It is equally important that the expenditure and revenue programs of gov- 
‘mment, in their formulation and execution, be consistent with the progress 
and stability of the private economy. The fiscal policy of the government must 
make useful positive contributions to the maintenance of high levels of em- 
ployment and income—the goals declared in the Employment Act of 1946 
to be a national objective. 
Government affects business through both sides of its budget. Payments to 
vernment employees, bond holders, veterans, the aged, and the needy all 
titute income that can be used to buy consumption goods from business; 
overument procurement affords a direct market for business. On the other side 
the budget, taxes capture funds that consumers might have spent or that 
Susiness firms might have invested in improved facilities. Taken by them- 
tives, tax collections tend to shrink the market of private business, contract 


“ployment, and lower prices; just as, taken by themselves, government ex- 
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penditures tend to expand the market for business, increase em 
raise prices. 

It is not only the size of revenue and expenditure that counts; their compo- 
sition must also be considered in any appraisal of the effects of government 
policy. The economic effects of a billion dollars collected in the form of in- 
come taxes will be different from those of a billion dollars collected in excise 
taxes. Spending to build roads may stimulate private investment in automo. 
biles, trucks, and garages; there are other forms of expenditure that may have 
adverse effects on private investment. Rationally or irrationally, government 
spending and taxing may greatly affect the climate within which families and 
businesses make their decisions. 


ployment, or 


The Principle of an Annually Balanced Budget 


The traditional goal of fiscal policy was to secure a balanced budget in every 
single year. But that objective has now proved impracticable and, besides, has 
serious disadvantages in principle. There is not even a clear or unique concept 
of “budget” to which the requirement of balance could be applied. For in. 
stance, in the regular budget, bookkeeping transfers to the social security trust 
account are classified as expenditures. As a result of this, that budget may 
show a deficit at a time when the cash budget shows an excess of receipts over 
outgo. But even the cash budget may not be adequate to portray the effects oj 
fiscal policy; taxes may have their impact when tax liabilities are incurred 
rather than when payment is made; purchases may have their impact when 
contracts are entered into rather than when disbursements are made. Hov- 
ever, where a single budget concept is used in economic analysis bearing on 
stabilization policy we prefer the cash budget to any available alternative. 

Compared to the full span of the business cycle, a year is a short period of 
time. To insist upon a balance in every single year is certainly undesirable and 
to attain it is probably impossible. To attempt to raise tax rates every time 
there is a decrease in national income will only result in discouraging private 
consumption and investment at a time when these are most in need of ex- 
pansion; on the other hand, to try to eliminate a tax surplus by cutting tax 
rates or expanding government activities would serve to increase inflationary 
pressures at a time when they are already acute. 

If the budget were balanced in good years as well as bad, there would have 
to be either big fluctuations in expenditure programs or severe and perverse 
changes in tax rates. To vary expenditures in this manner would disrupt the 
essential services provided by government. Applied to military expenditures, 
it would mean a large defense program in boom years and a small defense pro- 
gram in depression years. This is both ineffective and wasteful. Government 
would be increasing its employment of resources when they were scarce and 
cutting down on their use when they were abundant. This, of course, would 
aggravate the fluctuations in private business. 


The Problem of Controlling Government Expenditures 


Annual budget balancing is, thus, both difficult in practice and unsound . 
principle. But one great merit it does have: it provides a yardstick by whic: 
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sislators and the people can scrutinize each activity of government, testing it 
both for efficiency of operation and for its worthwhileness in terms of cost. 
Every government program undertaken has to be paid for in a clear and 
unequivocal sense. The Legislature and the Executive are required to justify 
additional taxes equal to the cost of any new program. This is a principle 
every citizen can understand. If dropping the principle of annual budget- 
balancing were to mean dropping all restraints to unwise and inefficient ex- 
penditure, grave damage would be done to our economic and political system. 
Were expenditures divorced entirely from the need for taxation, political 
opposition to extension of the government’s expenditure programs would 
largely disappear. The scale on which the public sector absorbs resources would 
erow beyond what was really desired by the people as a whole; sooner or 
later the country would find itself in a state of chronic inflation. Such inflation 
is a sign of weak government and comes from eagerness to spend without a 
willingness to tax. Accordingly other general principles, other habits of thought 
and of action must be set forward to insure the standards of judgment and the 
self-discipline of government’s activities and to do better what the principle of 
annual budget policy attempted—though imperfectly—to accomplish. 
Experience shows that business activity has its ups and downs. There 
is thus a strong case for counter-cyclical fiscal action—surpluses in good times 
and deficits in bad. If we do not adopt such a policy deliberately we are likely 
to be forced into an imperfect version of it through the pressure of events. One 
of the major questions for the future is how such a policy can be administered 
with the restraint and efficiency that is supposed to be achieved through the 
balanced budget rule. If a flexible policy is to win acceptance, it must not be 
used as an excuse to introduce expenditure or tax programs that cannot be 
justified on their merits. Boondoggling should have no place in a rational fiscal 
program. 

We doubt whether it would be possible, or even desirable, to rely ex- 
clusively on fiscal action to offset fluctuations in private business. That course 
could easily involve changes of impractical magnitudes in taxes and expendi- 
tures; it would mean placing excessive reliance on one measure for achieving 
economic stability and growth; it would involve problems in forecasting be- 
yond the reach of present knowledge and techniques. 

| We can, however, reasonably expect that the budget be formulated in the 
light of economic judgment available that takes full account of the actual 
course of events and should contribute to economic stability rather than ag- 
gravate instability. In view of uncertainties, part of the planning process 
should be preparation for quick adaptation of fiscal operation to changing cir- 
cumstances. Certain automatic devices for bringing remedial forces quickly 
into play are in a stage where they deserve consideration. 


Guides to Fiscal Policy in Normal Times 


When the economy is prosperous and stable and there is no clear-cut reason 
to expect a change in any particular direction, the objective of policy should 
be to adapt the budget to changes in the government’s requirements but to 
leave its economic impact on total employment and purchasing power un- 
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changed. This could be approximately achieved if newly planned increases or 
decreases in expenditures were to be matched with corresponding changes in 
planned tax receipts. The net expansionary or contractionary effect of the 
budget would then remain roughly the same. Thus, in conditions of continued 
prosperity, a modified version of the balanced budget rule could be used as a 
guide: taxes should grow or shrink corresponding to desired changes in ex. 
penditures, Thus proposed increases in expenditures would be exposed to the 
traditional test of whether they are worth their cost in terms of taxes. 
However, if recent events and the outlook for the near future pointed, on 
balance, toward unemployment and deflation in the private sector of the econ. 
omy, then budgetary changes should be made in the direction of producing a 
moderately expansionary effect. New government expenditure programs should 
still be considered on their merits, but the additional taxation that in pros- 
perous times would accompany them should now be deferred. Taxes that are 
deferred in these circumstances should be put into effect as soon as that can 
be done without impeding recovery. There should be no delay in making the 
tax reductions warranted by any reductions in government expenditures; and 
if expenditure requirements are expected to decline in the future, anticipatory 
tax reductions could be enacted. 
On the other hand, if the weight of the evidence appeared to be on the 
inflationary side, the opposite policy should be followed. The rule that in- 
creased expenditures should be accompanied by increased tax yields should be 
rigidly followed. Tax reductions that would normally be in order should be 
deferred; and tax increases should anticipate expected increases in expendi- 
tures. 
Guiding Principles in Time of Acute Recession or Boom 


Where there is a definite expectation, justified by events, of serious recession 
or inflation, more strenuous fiscal measures would be called for, and the poli- 
cies described above should be supplemented by emergency fiscal action. 

In the event of severe recession, it is not only politically necessary, but 
economically desirable to provide additional employment projects that can be 
started and ended quickly. Temporary tax relief should be given in order to 
stimulate private spending and employment. Other incentives for private in- 
vestment, such as guarantees, should be considered. There can be no social 
or economic justification for allowing mass unemployment to persist for ex- 
tended periods at a time when there is abundant need for roads, schools, 
hospitals, and other useful objects of public expenditures. However, we recog: 
nize that there are difficult questions of extent and timing connected with any 
such program. An over-ambitious government program may impede the course 
of recovery in the private sectors of the economy by dislocating resources and 
delaying needed price adjustments. On the other hand, a program that was 
over-cautious could needlessly fail to advance recovery by not stimulating the 
demand for the products of private industry. Much skill and judgment are 
required to move from depression to stable prosperity. We must not rely on 
the private economy, unaided by government action, to perform that task. The 
government must not shirk the responsibility placed on it by the Employment 
Act, and fiscal policy is one of the most promising instruments it possesses. 
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1 any occasion when serious inflation is in prospect, emergency measures 
an be needed to curtail expenditures and increase taxation. Wartime and 
postwar expe rience provides convincing evidence that the political obstacles to 
a fiscal policy adequate to combat inflation are so great that there is little prac- 
‘cal langer of going too far. The survival of a relatively free and stable price 
system depends heavily on our willingness to fight inflation by fiscal methods. 
A policy that helps to maintain stable prosperity will be no more likely in 
practice to result in an upward trend in the national debt than one that does 
not. The course of events may in fact be such that stabilization requires steady 
pues in the debt. Budgeting surpluses to fight inflation will provide for 
he reduction of the public debt in a helpful rather than a painful fashion. Sur- 
sheen are not feasible in times of depression. They are desirable where the 
private economy is strong enough for the government to tax more than it 
spends without causing unemployment. The private economy is not likely to 
possess this strength if government policies aggravate rather than offset busi- 
ness fluctuations. 


Additional Possibilities for a Flexible Fiscal Policy 


While we consider these guides for budget policy essential to a stabilization 
program, the annual budget cannot, in the nature of things, be based on pre- 
cise forecasts; nor can it be expected to compensate for sudden and short-run 
luctuations in business that occur within the period of its operation. Even 
though the budget can and should be amended in the light of changing cir- 
cumstances, the legislative process is necessarily too cumbersome to make 
delicately timed adjustments in fiscal policy. Therefore, we consider whether 
‘urther flexibility can be achieved by two devices which may be called “auto- 
itic flexibility” and “formula flexibility.” 

“Automatic flexibility” means a tax system such that revenue under a given 
set of tax rates will fall sharply if unemployment develops, and rise sharply in 
e opposite case of inflation; and expenditure programs under which in- 
creased outlays arise from increased unemployment. 

“Formula flexibility” means a system under which pre-announced tax cuts 
and upward revisions of spending programs will come into force if unemploy- 


pre-announced changes in the opposite direction if price indexes rise at more 
than a certain speed. 


Automatic Flexibility 


\utomatic flexibility is exemplified by the unemployment compensation 
system. If unemployment increases, employers’ contributions at once decline, 
while the unemployed begin almost immediately to draw more in benefits. 
Thus the government finds itself automatically taking less money out of the 
public’s pockets and putting more in. 

There are now many such flexible elements in federal taxes and revenues; 
and they have greatly increased in importance with the growth of the budget. 
Besides the unemployment compensation system, there is, for example, sub- 
‘tantial automatic flexibility in personal and corporate income taxes. 
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Automatic flexibility can slow down and perhaps halt a decline of activity 
or a rise of prices; it can give time for restorative forces to come into play but 
it will not, by itself, pull activity back to a full-employment level ot restor 
prices to a pre-inflation level. 

We feel strongly that the existing automatic flexibility makes an important 
contribution to economic stability, which should not be frittered away, as it 
would be, for instance, by rigid application of the annual-balanced-budget 
rule. But we do not believe it prudent for policy to regard automatic flexibility 
as more than a first line of defense; more must be done to cope with serious 
economic fluctuations. 

Formula Flexibility 


The enactment by Congress of rules under which tax rates, and perhaps of 
rules under which expenditure programs, will shift in certain contingencies 
specified in advance is a possibility that deserves further exploration. For ex- 
ample, the period during which unemployed workers can draw unemployment 
compensation might be extended according to a flexible schedule based on the 
volume of unemployment. The withholding rate under the personal income tax 
for any calendar quarter might rise by a stated amount above a standard rate 
whenever, say, the index of retail prices has increased by over a certain amount 
in the preceding six months. The withholding rate might be lowered whenever 
standard indices of production and employment drop below stated levels or 
trends. 

The question of formula flexibility shades off into the question of granting 
to the Executive wider discretionary authority than it now possesses to initiate 
changes ia the timing or extent of the fiscal program. This raises difficult 
issues of political principle and administrative responsibility. We can here do 
no more than call attention to them. 


Conclusion 


In this statement, we have confined ourselves to fiscal policy of the federal 
government. But, while essential, that is only one element in a stabilizatior 
policy. The policies of state and local governments can make useful contribu- 
tions within their more limited spheres. Monetary and credit policies including 
debt management must play an active role in their own right and must be 
properly coordinated with fiscal policy. All necessary measures must be taken 
to preserve and stimulate competition. Supported by such measures, federal 
fiscal policy offers the best prospect of achieving sustained prosperity within 
the framework of our existing economic system. 


The Havana Charter: Comment 


In a recent article in this Review,! Sir Hubert Henderson advances the 
most serious objection so far registered against the international Trade Organ- 
zation Charter. Unlike most critics, he attacks neither its idealism nor !ts con- 


‘Sir Hubert Henderson, “The Havana Charter,” Am. Econ. Rev., Vol. XXXIX, No. 3 
(June, 1949), pp. 605-17. 
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cessions to realism, but holds that its basic principles are fundamentally un- 
~jited to the conditions and problems of the modern world. Because this 
criticism strikes at the Charter’s very roots, and also because it raises issues 
which are vital to the whole current approach to international cooperation, 
+ merits careful attention. 

"As Sir Hubert points out, the basic principles of the ITO have never been 
called in question, at least by its chief sponsors. Certain desirable aims, which 
the Charter seeks to realise, have been taken for granted. These are: (a) a 
larve and expanding volume of international trade, to permit the fullest possi- 
ble realisation of the advantages of international specialisation; (b) as a 
necessary condition thereof, the “utmost practicable scope” for multilateral 
payments; (c) “commercial policies which satisfy the desire for equity and 
fair-dealing between nations” (p. 607). 

From these aims, it has seemed only a short step to the principles of the 
Charter as a means to their realisation. The principles of the Charter Sir 
Hubert summarises as follows: (1) Non-discrimination; (2) Reduction of 
strictions (subject to many reservations); (4) Free convertibility of curren- 
cies (relating, strictly speaking, to the Fund rather than to the ITO). 

These principles seem to flow logically from the aims almost everyone 
accepts as desirable. But, Sir Hubert interposes, the list of principles is mis- 
leading because it is incomplete—it omits equilibrium in the balance of pay- 
ments. This is a “requirement of paramount importance,” and it cannot be 
adequately met by the numerous exceptions and escape clauses of the 
Charter. It is the “central problem of modern international economics,” and 
any plans for international organisation which take it for granted or fail to 
approach it constructively are doomed to failure. 

Turning to the specific principles of the Charter, Sir Hubert has no diffi- 
culty in showing that with respect to non-discrimination, the attitude of the 
United States is inconsistent. We want western Europe to reduce its depend- 
ence on us, in part by supplying itself with more from its own resources. 
But we are unwilling, because of our insistence on the principle of non- 
discrimination, to sanction preferential treatment unless it goes all the way 
toa customs union. Discrimination, we hold, should be permitted only for ex- 
ceptional occasions, when balance of payments difficulties are serious. The 
normal practice should be non-discrimination. 

Sir Hubert contends, however, that the distinction between “exceptional” 
and “normal” is unreal. “The restoration of basic equilibrium in the inter- 
national balance of payments is no mere passing problem of the transition 
‘rom war to peace. It is a long-term, large-scale task” (p. 608). Also, he 
argues with much force, a customs union for western Europe is impracticable. 
In the short run, control of the balance of payments is essential to each 
country to enable it to safeguard its international position. In the longer run, 
@ customs union is probably over-ambitious, and therefore likely to lead to 
make-believe and frustration. 

In its approach to tariffs, Sir Hubert feels, the ITO is passive rather than 
constructive, since it contributes nothing toward the solution of the para- 
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mount problem of balance of payments equilibrium. For it requires reciprocal 
concessions, and this means that concessions which increase America’s jm. 
ports must be balanced by concessions which increase America’s exports by ; 
similar amount. “This, in turn, comes very near to making it a sine qua non 
of tariff reductions that they should do nothing to solve the dollar problem 
or to readjust the balance of payments of the world” (p. 612). In the world 
as it is, the general principle should be that countries should reduce tariffs 
in proportion to the strength of their balance of payments position. 

Sir Hubert takes a dim view of the prospects of resolving international mal. 
adjustments through the price mechanism. Reliance upon the forces of the 
price system are all very well when adjustments are small or marginal, byt 
not when they are large. For the latter, “it is necessary to supplement and 
sometimes to supersede these forces by more direct measures, consciously 
directed to the object which has to be attained” (p. 613). He concludes, 
therefore, that the orthodox solution of large maladjustments by altering 
exchange rates, and proceeding from this to the reduction of tariffs and 
the elimination of quantitative restrictions, is misleading. Exchange ¢e. 
preciation is no “sovereign remedy for a balance of payments deficit.” Even 
establishment of the correct exchange rate* tends to raise prices, costs, and 
incomes, and to set in motion a spiral of inflation and devaluation.’ 

A more fundamental consideration than the practical dangers of devalua- 
tion, however, lies in the large-scale character of the change which must be 
undergone by a country in straitened international circumstances. Such a 
country must readjust the whole structure of its economic life, in particular 
its habits of consumption and production. To effect a “radical change in the 
composition of a country’s imports” requires resort to direct controls; reliance 
cannot be placed upon the price-making forces. ‘““Any necessary reduction oj 
imports will be less injurious to its standard of life, if it is selective, falling 
heavily on some items and sparing others, than if it is indiscriminate’ 
(p. 615). 

This, considerably truncated, but I hope not seriously distorted, is Sir 
Hubert’s case. His analysis is most ably reasoned and attractively garbed. | 
am convinced, however, that it is fundamentally wrong, and, in Sir Hubert’ 
own terms, misleading. Successfully to challenge his position in the sense 
of really joining the issue, he must be met on his own ground. Therefore 
it must be admitted that the problem of balance of payments equilibrium \s 
of “paramount importance.” This is certainly consistent with generally re 
ceived opinion. It may be taken as an axiom that an expanding volume 0! 
international trade cannot be achieved in a world bound by exchange cor 
trols, quantitative restrictions, and the resultant bilateral trading arrange 
ments, but that it requires as a necessary condition a fully multilateral system 
of payments. The latter, however, cannot be restored until the acute balance 
of payments disequilibrium is solved. It must also be taken for granted that 


Sir Hubert calls it “the right degree of ‘under-valuation.’” It would be better to %Y 
“the equilibrium rate.” 

"Sir Hubert admits that devaluation may be essential after internal inflation has caused 
a currency to become overvalued. 
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in line with the purposes of the European Recovery Program, western Europe 
do its utmost to become self-supporting by 1952. We may reasonably 
e. however, that ERP will fail by a substantial margin to eliminate 
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On the deficit in Europe's international accounts. On the basis of this area of 
dlem agreement, let us examine the implications of Sir Hubert’s position. 
orld Sir Hubert urges us to choose a particular method of organising the eco- 


nomic relations of nations with a view to solving their urgent balance of 
payments problem. In essence, his choice reduces to this: to continue, for a 
long period of time—and hence probably indefinitely—a system in which 
reliance is placed, not upon adjustments via price changes, but upon con- 


, but scious regulation of the balance of payments through tariffs and quantitative 
and restrictions. 
vusly The alternative choice is the approach adopted by the United Nations and 
udes, the new international agencies associated with it—the International Monetary 
ering Fund, the International Bank, and the proposed International Trade Organi- 
and zation. This is to remove, within a really short period (by 1952-53), exist- 
de. ing quantitative restrictions and exchange controls, and to adjust any 
Even remaining + halal of payments disequilibrium through the establishment 
, and of exchange rates appropriate to the new conditions. Thereafter it is proposed 
to allow international specialisation on the basis of comparative costs to 
alua: determine the movement of goods and services. As remedies for temporary 
t be disequilibria, there will be available the resources of the IMF and the use 
a a of exchange controls and quantitative restrictions according to agreed rules. 
cular To correct more lasting disequilibria, devaluation may be used if.appropriate; 
A te if not, a nation’s productive structure may be altered through the development 
lance of new or the diversion of existing resources. To facilitate such structural 
me change, international financial and technical assistance will be available 
alin, through the International Bank and President Truman’s “Point Four.” 
nate There are also the exceptions in the ITO Charter which permit the use of 
i tariffs and quotas to foster economic development. 
SOIT Sir Hubert’s choice means the continuance of bilateral trading arrange- 
ed. | ments and trade controls, and no return to a multilateral system of payments. 
bert’ It can mean nothing else. But this is precisely what the experience of the 
= 1930's and of the postwar years teaches us we should avoid. Granted that 
_ the balance of payments problem must be solved before a multilateral pay- 
um Is ments system becomes possible, Sir Hubert’s method would solve it in a 
ly es ashion which makes any such system out of the question. 
a . We may also grant that in view of the varying degrees of inflation and of 
Jol economic disruption that have plagued the different European economies, 
viel reliance upon price adjustments in an open international system at present 
_ exchange rates would not work. This does not mean, however, that a major 
— price adjustment such as is entailed in devaluation would not correct the 
that ituation. The phenomenon which has exerted perhaps the most disorganising 
at effect on European trade has been inflation. This now appears to be coming to 
an end. Trade is also returning more and more to the prewar pattern, re- 
caused flecting enduring bases of international specialisation with their roots deep 


in 


in the past. In these conditions, a revaluation of currencies would be 
appropriate (and indeed has now taken place). 
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But what about the danger of setting off a spiral of inflation and devalua- 
tion? Devaluation will certainly tend to raise the price of imports. If social 
and political conditions make wage increases unavoidable, then the spiral 
will appear. It can only end, as it has on numerous occasions in the past, 
in currency collapse and the introduction of a new currency whose inter. 
national value reflects the country’s international competitive status. Social 
and political aspirations cannot fly in the face of hard economic facts. If the 
productivity of a country’s labor is low, the attempt to charge other nations 
a price which is out of line with that productivity (as by the maintenance o{ 
an overvalued exchange rate) will present that country with a chronic bal- 
ance of payments deficit. For no nation can continuously buy abroad more 
than it sells, and it can sell a large volume of goods and services only if it 
prices them attractively. 

Unpalatable as it is to say so, the hardships that go with devaluation and 
acceptance therewith of a reduced standard of living cannot be avoided. The 
“solution” of the balance of payments problem by arbitrary control implies 
just as much austerity as goes with devaluation, and probably more. For— 
unless the elasticity of foreign and home demands is almost unbelievably 
unfavorable—devaluation means some increase in the foreign value and 
therefore in the volume of both exports and imports. There will be more 
to go round. Continued overvaluation supported by exchange control and 
quantitative restrictions, on the other hand, means restricting imports to the 
low level permitted by overpriced resources. Any gain, therefore, that might 
be realised by a selective (and discriminatory) reduction of imports is likely 
to be more than offset by a decline in the overall volume of imports—not to 
mention the further offset involved in the resources devoted to the maintenance 
of an extensive system of foreign trade controls. 

If this argument is sound, it means that the basic aims of the ITO and 
the IMF are correct—including balance of payments adjustment (when 
appropriate) via devaluation. They seek to restore an open trading system 
based on free multilateral payments, which will make possible rising standards 
of living founded on the fullest practicable realisation of the advantages of 
international specialisation. Even Sir Hubert agrees that these aims are 
desirable. He objects, however, to devaluation as a means of restoring 
equilibrium and thus making attainable a multilateral system of payments. 
But this is probably the key to free multilateral payments, which in tum 
is the key to free and expanding trade. Sir Hubert, however, chooses to throw 
away the key and leave the door locked. 

Two special aspects of Sir Hubert’s argument require further comment. 
These have to do with the adoption, in the Havana Charter, of the principle 
of reciprocal concessions in tariff negotiations, and the principle of permitting 
tariff preferences only as interim arrangements preliminary to the formation 
of a customs union (or free-trade area). I have long felt that these principles 
were mistaken. The United States could contribute much to the solution 0 
today’s and tomorrow’s balance of payments problems if it undertook 4 
unilateral reduction of its tariff. Naturally, this would require measure 
to soften the shock of adjustment and to facilitate adaptation to the changed 
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conditions. But to insist on a quid pro quo for every concession in duties, and 

onfine our concessions to reductions which must be relatively innocuous— 
aa is implied in the escape clause providing for their withdrawal in case of 
serious damage to vested interests—accords ill with our present and fore- 
seeable international position. 

As to preferences, the only objection to their continuation that to me 
makes sense is that they generally lead to an increase in barriers to trade with 
iders. If preferences were permitted, subject to the proviso of the Charter 
‘hat the approach must be via duty reductions to insiders rather than in- 
creases to outsiders, but without the requirement that any new preferential 
arrangement must be as a step toward complete customs union, it would 


seem U 


Like Sir ” Hubert, I can make nothing whatever of the logic which permits 
complete but not partial preference between two or more countries. 
P, T. ELLSwortH* 


* The author is professor of economics at the University of Wisconsin. 


Truth and Relevance at Bay 


Since, to our sorrow, Frank Graham is no longer on hand to defend himself 

therwise he would need no help from this writer or anyone else), another 
may be allowed to take note of some features of Professor Lincoln Gordon’s 
reply to his review of Barbara Ward’s The West at Bay (“Libertarianism at 
Bay,” this Review for September, 1949). I wish to speak of issues, not of 
personalities. No one need begrudge Mr. Gordon his little exercise in self- 
expression, at least no one about to indulge in the same sport. Since he has 
introduced the “issue” of manners, I may express agreement that it does 
seem like “egregious rudeness” on the part of the “libertarians” to keep tell- 
ing literate adults that two and two are four and effects (usually) follow 
causes, and worse, it is not always done with the tender patience appropriate to 
kindergarten teaching. The tu quoque is usually true, if rarely polite or effec- 
ive; and it might be replied that when one of Mr. Gordon’s professional status 
in another ‘‘science” uses the pages of a professional economic journal to read 
a Sunday-school lecture to one of Frank Graham’s age and achievements, end- 
ing by diagnosing the author, inter alia, of Social Goals and Economic Institu- 
tions, as not knowing down from up, “one” (at least) “can hardly escape”’ be- 
ing reminded of a venerable philosophic principle, that ‘you have to draw a 
line somewhere.’ Perhaps I may venture to ask Mr. Gordon, quite humbly, for 
instruction on the etiquette of discussing policies with opponents whose whole 
argument explicitly rests on the assumption that arithmetic and predictable 
consequences do not matter if the heart is right and one is tolerably well read 
in history. However, it is weightier matters that I really wish to notice. 

Mr, Gordon starts off by still insisting that the Ward volume is “on balance 
a good book,” in opposition to Graham’s characterization as “subtly dangerous 
and subversive.’ ’ I shall not argue that it is not a “good book.” There are many 
Ways in which a book may be good, and several of these goodnesses are en- 
tirely consistent with being dangerous, and subversive of the values on which 
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a free society must be founded. Indeed, it is much easier to achieve literary 
charm if one does not bother too much about mere truth and relevance. Poetry 
and fiction are usually more pleasant reading than information and analysis, 
A fine novel, or lyric poem, or epic, may be written about a plague, asserting 
everything false about the nature of the disease, its causality, and effective 
treatment. And “these days,” it is in no way surprising, to an economist, that 
a professor of a sister social “science” finds it “breath-taking” when Graham 
states the truism that a shortage arises from price-fixing. Rather, it is a 
phenomenon discouragingly familiar. The professor is merely echoing the 
man-in-the-street, and the mine-run of politicians, publicists and com. 
mentators. Such “thinking” is the despair of the teacher of elementary eco. 
nomics. If educated people can’t or won’t see that fixing a price below the 
market level inevitably creates a “shortage” (and one above it a “surplus”) 
it is hard to believe in the usefulness of telling them anything whatever, in 
this field of discourse. (And “of course,” in an open market there can be 
neither a shortage nor a surplus “at the price,” while “absolutely,” relative to 
need, there is always a shortage, of anything that is of economic concern— 
though sellers will find < surplus!) One asks what is the chance of securing 
consideration of the economic problems that really are problems. (The refer- 
ence is only to Britain’s “dollar-shortage,” not to the complex of its eco- 
nomic difficulties; but in fact, most of the country’s “terrible situation,” of 
which we hear so much, is the result of inept governmental “planning,” inter- 
fering with economic liberty, or of failure to take positive action where 
needful to preserve freedom. ) 

Most interesting of all is the “line” taken in Mr. Gordon’s final paragraph. 
Such toplofty preaching of platitudinous profundities about the deeper- 
historical-forces and the higher-spiritual-values has exactly as much relevance 
to ordinary concrete economic issues as it would have to an outbreak of 
typhoid spread from an infected water supply. This sort of business from 
serious writers is meat and drink for the demagogue; and the most dangerous 
and subversive demagogues are the “honest” ones, those of pious intentions. 
Unfortunately (human nature being what it is) a free society requires in- 
telligence, in the prosaic, “dismal-science” sense of literal objectivity and 
pertinence. Problems of means and ends are not solved by romancing about 
them, or moralizing, in whatever pretty or edifying phrases. Better let them 
alone, since bad policies are worse than none, It is a sad truth that one main 
enemy of sound economic action is precisely the deeper historical forces and 
higher spiritual values—as expounded by such journalists as Miss Ward and 
such social scientists as Mr. Gordon—together with the bulk of our sociolo- 
gists, historians, etc., and “of course” the preachers and moralists and the 
literary intelligentsia. In short, practically everybody, except a few hold- 
over economists from the age that believed—if somewhat naively—in truth 
and freedom. A thinning rank, whose views no doubt are, as Mr. Gordon 
amiably says, “of little moment so long as everyone recognizes that the 
whole world is out of step except the libertarians”—and, with him and Miss 
Ward, elects to swim with the current. That is the meaning of “down,” in 
relation to swimming, and Frank Graham did not need Mr. Gordon’s tutoring 
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: the point; he merely chose to swim against the current. Foolishly? Per- 
haps. But he could not see either freedom or prosperity in passing laws and 

pointing policemen to keep people from acting in accord with their mutual 
and common interests—dismissing opponents by saying that they believe in 
origi nal sin. 

Apparently it és the direction of the current, for the visible future. As has 
often been observed, “‘progress” occurs in waves, recession alternating with 
advance; and economic thinking and policy are in a phase of deep recession at 
this time. After an epoch of venturing and achieving, we see a mania for 
security, and insistence on the right to consume regardless of production, in 
4 world which just isn’t built that way. Until this phase passes, one who 
points out that any well-intentioned but palpably stupid policy will have 


results opposed to those foreseen or desired may expect to be classed as 
opposed to all remedial action. And this regardless, also, of all endeavor to 
fnd and point out remedies effective within the possibilities and not clearly 


worse than the disease. Truth, even simple arithmetic, and relevance, will 
seem immaterial. But, it was so for ages with respect to magic and witchcraft 
in n medicine and dealings with the physical world. (One may doubt whether 
today, in any country, the total of what is done to “heal” actually does more 
good than harm.) 

Let me repeat that I am not concerned with personalities; but the issue 
between Ward-Gordon and Graham is large and serious, and hard to discuss. 
[ must speak plainly. What can a serious economist do but “fight back” when 
outsiders in high places use their persuasive talents to tell the world that in 
explicit discussion of economic policy it is unimportant how bad is the eco- 
nomic reasoning or recommendations, if only an author shows “an understand- 
ing of the moral foundations of western civilization”? Gordon does not specify; 
that might suggest issues! I must mention the fact that much of what passes 
current, even as “sacred” in this connection is a survival from the Dark Age in 


Europe; an age of despair, when men’s fundamental beliefs and morality were 
escapist, supernaturalist, millenarian, ascetic or supinely submissive, and ob- 
scurantist; when in particular the “right” use of wealth was to give it to the 


nearest pauper (to be dissipated) or, better, to some ecclesiastical outfit pre- 
tending to represent the pauper interest and ideal. Our civilization is based on 
antithe ical values of freedom and progress through intelligence, with as much 

ice aa humanitarianism as a complex organization of mere human beings 
can ieee and at worst far more than were practiced in the monastic age. 
Unly if we are to return (in pretense) to an ethic of mystical or sentimental 
absolutes (“‘poverty, hunger and dirt”) in which no modern mind can really be- 
eve, do we have e a choice between our “moral foundations” and the arithmetic 
oF intelligent cooperation, as embodied in the principle of comparative ad- 
vantage, 

Broadening the subject slightly, Gordon’s commendation of The West at 
Bay he a good book is of a piece with the current “furor” for making “Great 
Books” the heart of liberal education. Like other simple formulas, this is not 
co merit, but raises rather than solves problems, notably where man 

uman relations and the social order are educational subject matter. If 
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our society is to be “free” in the minimal sense of not drifting rapidly into , 
brutal authoritarianism, it will be imperative for educators in this area to dis. 
tinguish sharply between different and often conflicting species of excellence in 
literary composition. One sees no clear recognition of this fact, particularly in 
the propaganda centered on the Great-Books slogan. Mr. Gordon hardly refers 
to literary quality—quite as important as edi‘ying morals and which, also 
sharing the emphasis on antiquity, conflicts widely and directly with “truth 
and relevance.” Much effort, subtly directed, is needful to give the young (or 
the “adult’”) necessary historical background and a sense of culture con. 
tinuity, without teaching too much that, however true or medicinal it may 
once have been, is now too false and pernicious for action, though it appeals 
strongly to our primitive emotions, including those we call our higher values. 
FRANK H. Knicut* 


* The author is professor of social sciences and philosophy at the University of Chicago. 


Inflationary Effects of a Balanced Budget Under Full Employment 


It has been shown by Haavelmo,? in an article entitled, “Multiplier Effects 
of a Balanced Budget,” that an increase in government expenditures, financed 
by an equal increase in taxation, will increase the level of the gross national 
product by the same amount. It was shown furthermore, by Haberler? and 
others, that, if the tax is levied before the making of the additional expendi- 
ture, the effect on income, in the long run, will be the same. In the case 
where expenditures increase before taxes, the final level of income is reached 
almost immediately: in the case where taxes are raised first, and expendi- 
tures afterward, the final level of income is approached asymtotically over a 
period of time. 

The purpose of this note is to show that under conditions of full employ- 
ment the multiplier, which in Haavelmo’s terminology is equal to one, will 
be substantially greater than one. But first we shall summarize his argument. 

The formula for disposable income to the private sector of the economy is 
given by: 

Y=W+D+I1+R+TP+S,— Ta, 


where Y is disposable income including corporate savings; W is wage pay- 
ments; D is dividends; I is interest payments to individuals; R is rent; 
TP is transfer payments; S, is corporate savings; and Ta is direct taxes. 
Assume that the consumption function is linear and identical for all in- 
dividuals, so that there will be no effects from the redistribution of income 
that may result from the imposition of taxes and their expenditure. There 
will be no shift in the consumption function. If the government increases 
expenditures, thereby increasing the public’s income, and immediately takes 


*Trygve Haavelmo, “Multiplier Effects of a Balanced Budget,” Econometrica, Vol. 1, 
1945, pp. 311-18. 

? Gottfried Haberler, “Multiplier Effects of a Balanced Budget, Some Monetary Implica- 
tions of Mr. Haavelmo’s Paper,” Econometrica, Vol. 14, 1946, pp. 148-51. 
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away the additional income through taxes, the level of disposable income 
will remain unchanged. But gross national product will have increased by the 
amount of the increased expenditure. 

The formula for the gross national product is as follows: 


GNP =C+B+G+F, 


where C is consumption expenditures; B is business expenditure on capital 
account; G is government expenditure; and F is net foreign investment. 
Since disposable income is unchanged, there is no reason for C, B, or F to 
have altered. The component G has increased, and the leve! of economic 
ctivity, measured by GNP, has increased correspondingly. The total demand 


a 


for goods and services has risen. But for the multiplier to be one, we must 
make an additional explicit assumption. We must assume that there are un- 
employed resources of all kinds, and that, as income increases, there is no 


rise in the prices of important goods and services. There is no rise in the 
cost of living for the typical consumer. Once the level of full employment 
has been reached, any further increase in the level of government expendi- 
ture will lead to a bidding up of prices and a diversion of resource to the 
government through forced saving. 

It is here that the multiplier becomes greater than, one. Disposable income 
in money terms has remained unchanged, but reafetfeome has fallen. It is 
true, in general, that people do not reduce their consumption by the amount 
f the decline in their real income, that is, the marginal propensity to con- 
sume in real terms is less than unity. In other words, consumers resist the at- 
tempt of the government to divert resources away from consumption to 
government use. The rise in price level and GNP needed to obtain, say, 
a ten per cent reduction of real consumption must therefore be greater than 
ten per cent. Total income generating expenditures by the government and 
the private sectors of the economy combined will rise in money terms by 
more than the increase in spending by the government. 

It is, moreover, a virtual certainty that the marginal propensity to con- 
sume in real terms is very small over short periods. When it is less than 
the average propensity, the average propensity must rise as real income falls. 
This takes place whenever the consumption function intersects the Y-axis 
and is not concave upwards, 

Assuming that the real marginal propensity is normally less than the 
average propensity to consume, we find that in money terms each rise in the 
price level causes an upward shift in the consumption function. The propor- 
tion of disposable money income consumed increases for any given level 
of income. Each reduction in real income means a sliding backward along 
a consumption function measured in real terms; in money terms it means 
an upward shift of the function. Every rise in the price level, given the 
level of money income, results in an increase in dollar outlays for consump- 
tion, 

Through the initial rise in consumption expenditures the amount of income 
generated and the price level will rise further. Each successive rise in the 
price level will cause a further upward shift of the propensity to consume, 
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which in its turn leads to more income-generating expenditures. The smaller 
is the marginal propensity to consume in real terms, the greater is the price 
rise necessary to restore equilibrium. An attempt by the government to Main- 
tain the higher level of expenditures in real terms, by carrying through 
projects no matter what the money cost, and by raising the pay of its em. 
ployees in pace with the rising price level, will, of course aggravate the 
rise in prices and money incomes. If the credit system is sufficiently elastic 
an inflationary spiral may result. Each successive reduction in real income 
is counteracted by additional income-generating expenditures which defeat 
the attempt to take away goods and services from consumers. This js true 
even though tax collections increase pari passu with expeditures—the rates 
could even be reduced, because of the progressive elements in the tax struc. 
ture. 

In order to increase the level of government activity while avoiding the 
inflationary effects that would result, it is necessary to increase tax receipts 
by more than twice the increase of expenditures. Let us trace step by step 
why this is true: An increased outlay by the government with a balanced 
budget requires an addition to tax receipts by the same amount. But this 
would leave disposable income unchanged, and, as shown above, we would 
get an increase in consumption expenditures because real income has fallen, 
In order to avoid inflation we must reduce consumption expenditures by as 
much as government expenditures increase. To do this, it is necessary to 
raise taxes by at least as much again as government expenditures. 

In addition, we have seen that the marginal propensity to consume in real 
terms is less than one and is virtually certain to be less than the average 
propensity. This means that consumption outlays in money terms will never 
fall by as much as disposable income. We must, therefore, take away more 
income than the desired reduction in consumption spending, and this means 
increasing taxes by more than twice as much as the planned increase in 
government expenditures. In other words, we must increase the fiscal surplus 
(or reduce the deficit) by more than the increased expenditures. It is only 
in this way that an expansion of government activity can occur under full- 
employment conditions without causing an inflation of prices and incomes. 

In the light of this analysis, it might be concluded that the federal budget 
proposed for the fiscal year 1949-50 would have inflationary tendencies, pro- 
viding that we are still at the full-employment level. 

FRANZ GEHRELS* 


* The author, instructor in economics at Stanford University, is indebted to Professor 
Moses Abramovitz for help in clarifying the exposition in this note. 
Federal Reserve Policy and Federal Debt: a Comment 


Mr. Chandler’s analysis of Federal Reserve policy and federal debt in this 
Review! rues the fact that the Federal Reserve, by its policy of supporting 
government securities in the open market, has deprived itself of its traditional 


"Cf. Chandler, L. V., Federal Reserve Policy and Federal Debt, Am. Econ. Rev., Vol 
XXXIX, No. 2 (Mar., 1949), pp. 405-29. 
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trol over the supply of money. He argues that the highly elastic money 
ulting from this policy is not simply inflationary, but, in addition, 
“cannot fail to be an unstabilizing factor in an economy in which expectations 
-oncerning the marginal efficiency of capital fluctuate widely relative to the 
propensity to save.” 

The purpose of my remarks is not to differ with Mr. Chandler over the 
elasticity given to the supply of money by the commitment to support govern- 
ment bonds. Rather, I would suggest that the support policy is a necessary 
evilto the extent that it is an evil—and that the difficulties it aggravates may 
be better handled through nonmonetary measures. 

First, as to the justification of the support policy. Mr. Chandler is not 
convinced by the argument that pegging is necessary to protect holders of 
sovernment securities against capital losses. He believes that these hoiders 
may not necessarily deserve such protection. Whether or not there is any 
moral basis for this protection, the fact remains that all financial institutions 
and many individuals maintain a very considerable proportion of their port- 
folios in ‘the form of marketable government securities. 

These governments were purchased to be used as a liquid secondary reserve 
(during the war period and up to the middle of 1947, even longer-term bonds 
were used for this purpose) and as the safest investment available. Regardless 
of any moral obligations to keep these securities at par or above, one cannot 
but wonder what the result would be if all investors showed a substantial 
book loss on their saiest and most liquid asset. Indeed, with the widespread 
ownership and important role of governments in investment portfolios, the 
panic might well be far greater than it was after World War I, and could 
not help but have broad repercussions extending beyond the particular inves- 
tors involved. 

Furthermore, since sale of these securities would transform a book loss into a 
real loss, the liquidity of these investors and institutions would be seriously 
impaired. The effective liquidity of government securities would vanish. This 
(oes not raise an academic issue. The assurance of shiftability which govern- 
ment securities provide to a large portion of banking assets is a protection of 
prime importance for the ordinary borrower or privately marketed security. 
In the past, monetary stringency was always associated with a debilitating 
squeeze on private borrowers, a factor which greatly intensified the crisis and 
helped to push us into a cumulative downward movement. Under present cir- 
cumstances, the first reaction in the event of stringency would be to unload 
governments on the Federal Reserve, and private borrowers would not have 
undue pressure brought upon them. 

Mr. Chandler argues that investors could be protected anyway if the 
Treasury refunded outstanding issues at higher coupon rates; the new bonds 
would be quoted at par in line with the tighter monetary conditions which the 
Federal Reserve would promote. Does Mr. Chandler really mean to say that 
nearly $160 billion of marketable government debt could be refunded in one 
tell swoop with higher coupons without throwing the entire securities market 
into complete chaos? And how does the Treasury choose the correct moment 
‘or this unprecedented operation, as a practical matter? Finally, even if the 
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operation could be proven practical, the Treasury cannot legally call out: 
standing bonds until their call dates, which go out to 1967 on the longest term 
bonds; and a process of market repurchase by the Treasury would raise bond 
prices far beyond anything Mr. Chandler has criticized. 

Mr. Chandler mentions that the proponents of the support program be. 
lieve that a break below par in marketable bond prices might induce whole. 
sale redemptions of savings bonds, in effect a demand obligation of the Treas. 
ury. However, he only mentions this argument, and makes no effort to break 
it down in the course of his article. Yet this danger is a very real one. The 
average individual who holds savings bonds would not understand that a 
3 per cent yield on the marketable 2's of 1967-72, for example, would still 
leave the 2.9 per cent yield on his ten year Series E Bond in a favored position, 
He would only see that governments were selling at less than 100, would fear 
that the credit of the government and the financial soundness of his bank 
were impugned, and would rush to the bank to cash his savings bonds and 
perhaps his hank accounts as well. A refunding problem of first magnitude in 
an unfriendly market would be forced upon the Treasury; substantial Federal 
Reserve support would doubtless be necessary, and the result could be far 
more inflationary than anything Mr. Chandler has seen so far. 

He goes on to argue, however, that, even though the effects of a drop in 
government bond prices might not be wholly salutory, the disadvantages would 
be greatly outweighed by the anti-inflationary effects of a tighter money supply 
and higher interest rates. In his opinion, some restriction of private investment 
was neecssary after the war, in view of the high propensity to consume and 
heavy government expenditures. Granting his premise that such restriction 
would have been desirable, one must nevertheless question the efficacy of the 
blunt, broadside effect of credit restriction in achieving the objective with a 
minimum of disturbance. This problem could have been solved, if necessary, 
with greater efficiency by the retention of non-monetary wartime controls 
over the allocation and distribution of materials, so that high priority, essential 
projects could have been carried out, with the race tracks and swanky apart- 
ment houses postponed for a later date. Credit restriction is anti-inflationary, 
of course, but its use on a substantial scale after the war would have been 
completely non-selective and would not necessarily have curtailed private in- 
vestment in the most desirable manner. 

Mr. Chandler concedes that some support by the Federal Reserve may be 
essential and even desirable. However, he believes that the objective of the 
central bank should be “orderly adjustments of security prices and yields... 
in order to establish higher yields but still prevent ‘disorderly’ movements.” 
This is far easier said than done, as the actual events themselves can prove. 

The heaviest periods of Federal Reserve support were from November 1947 
to February 1948 and from July 1948 to November 1948. In both of these 
periods, and particularly the latter, the amount of support required was greatly 
enhanced by panic selling, provoked by fear of further price declines. In the 
seven-week period from November 5 to December 24, 1947, the Federal Re- 
serve made net purchases of bonds of $1,674 million. On the last day of that 
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period, the pegs were dropped sharply, and this induced heavy panic selling 
by holders who feared that additional reductions in the pegs were probable. As 
4 result, net Federal Reserve bond purchases in the following three weeks 
were only $37 million less than they had been in the preceding seven weeks. 

Heavy selling during the fall of 1948 was also stimulated by the discussion 
raging in financial circles over the possibility that the pegs might be removed 
altogether; immediately after the election the selling dried up, when investors 
decided that the returning administration would favor retention of the pegs. 

The government bond market is, in fact, too sensitive for “orderly 
adjustments” to be feasible over any significant range. As the pegs would 
gradually be lowered, the Federal Reserve would find itself confronted with 
ever heavier selling pressure at each step. Such an “adjustment” could hardly 
merit the adjective “orderly.” Indeed, the infiationary effects of such large- 
scale Federal Reserve open-market buying would be much greater than if the 
authorities explicitly promised that the 2!4 per cent long-term anchor would 

be prot tected. 

The easing of inflationary pressures in 1949 has made the Battle of the 
Pegs a somewhat academic issue for the present. Its lessons, however, should 
be relevant for the future. I think we must have learned that monetary policy 
is too blunt an instrument by itself for effectively controlling inflation in a 
period of widespread shortages of goods; we have devised more effective and 
selective non-monetary measures which can do the trick better, as the wartime 
experience suggests. One cannot, therefore, easily ignore the unsettling effects 
of a money squeeze which sharply depresses government security prices. 
Peter L. BERNSTEIN* 


*The author is the economist of the Modern Industrial Bank, New York City. 


Gold and International Equilibrium 


Metzler’s excellent chapter on international trade theory in A Survey of 
Contemporary Economics calls the “modern” theory of the gold standard 
incomplete. By this he means that the reactions it describes probably are 
insufficient to restore an equilibrium once it has been disturbed. If country 
A increases its imports from B, a deficit occurs in A’s balance of payments. 
Irrespective of whether the deficit is initially financed by flows of gold or 
short-term capital, under the modern theory income and employment expand 
in B’s export industries. Secondary spending of these incomes stimulates out- 
put of consumption goods in B, which, in turn, stimulates investment. As 
incomes rise in B, so do imports. The initial rise in exports thus is partially or 
wholly offset. However, “the conclusion of most economists seems to be that, 
except under unusual conditions, the adjustment of a country’s balance of 
payments by means of income movements is likely to be incomplete.” 
Therefore, “the new explanation . . . normally accounts for only a part of 


‘Lloyd A. Metzler, “The Theory of International Trade,” in Howard S. Ellis, ed., 
{ Survey of Contemporary Economics, (Philadelphia, 1948), Chap. 6. 
* Ibid., pp. 219-20, 
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~ adjustment and thes constitutes a theory of disequilibrium as well as 3 
ry of equilibrium. 

Metzler’s account implies, albeit in a backhanded way, that the Classical 
role of gold inflows in increasing bank reserves, lowering interest rates and 
increasing loans and prices is almost completely omitted from the modern 
theory. Thus he says, “Perhaps the most important single feature of the ney 
concept is its comparative independence from banking policy.”* The income 
effects continue to perform their equilibrating réle even though the central 
bank offsets the gold flow. “Unless domestic investment were highly sengi- 
tive to a change in interest rates, . . . such action would not stop the rise 
of employment which was initiated in the export trades, and the adjusting 
process would proceed as before.”® This almost complete rejection of the 
classical mechanism apparently rests on two considerations: (1) belief that 
investment is insensitive to interest rates; and (2) belief that international 
demand is inelastic to price changes in the short run. 

Since the classical mechanism is rejected and income effects are incom. 
plete, the way is open (though Metzler does not say so) for a chronic short- 
tage of one currency such as dollars even under gold standard conditions. 
This raises an interesting question: why was the gold standard so successful 
prior to World War I? Is there not something more to the gold standard 
mechanism than the modern theory describes, something which in the ab- 
sence of rigidities produces either complete equilibrium or at least an oscil- 
lation about the equilibrium position? 

In my opinion, a part of the classical mechanism must be retained in gold 
standard theory. While I share the conviction that in the short run investment 
is insensitive to interest rates and demand is inelastic with respect to prices, 
the long run is a different matter. An addition to gold reserves in the pre- 
1914 era may not have increased investment and prices immediately, but 
subsequent business cycle expansions resulted in greater increases of bank 
deposits and higher money incomes and prices than would otherwise have 
been the case.* In the nineteenth century, business booms, at least in the 
United States, almost invariably resulted in money stringency, indicative 
that expansion of credit by the banks was limited only by their reserves.’ 


Ibid., p. 220. 
* Ibid., p. 216. 
[bid., p. 216. 
‘It is conceivable that in the United States this mechanism may have partly worked 
itself out as an income effect. Immigration tended to increase in prosperity, diminish in 
depression. An accrual of gold may have made for longer prosperities (on this point see 
my article, “The Long-Wave Depression, 1873-97,” Rev. Econ. and Statistics, Vol. XXXI, 
No. 1 [Feb., 1949], pp. 69-73) and therefore more rapid immigration. Hence, the rise in 
money incomes may have represented partly an increase in real incomes; and the increase 
in real incomes would have expanded imports irrespective of price changes. If this is so, 
my attempt at partial defense of the classical mechanism as opposed to income effects does 
not go as far as the text above indicates. 
"The situation now may be different. At the time of writing, the postwar inflation 
appears to have run its course even though excess bank reserves in the United States are 
in the neighborhood of a billion dollars. Hence, gold flows into the United States even = 
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\; Metzler points out, evidence of inelasticity of international demand is 
entirely short-run. Probably in the long run consumers and producers adapt 
‘hemselves to the price changes, so that demand is more elastic. Therefore, 
the inflow of gold in pre-1914 times eventually increased imports and de- 
creased exports in the classical manner. Although this part of the mecha- 
nism would usually be ineffective in the short run, in the long run it served 
to prevent a chronic disequilibrium in which one country tended to gain the 
world’s gold supply. 

+ follows that neutralization of gold flows by central banks has not en- 
irely lost its significance as a blow to the operation of the gold standard. 
[t is true, as Metzler’s quotation from Whale indicates, that the importance 
of “observing the rules of the game” has declined in our estimation as a 
result of the new theory.* But the dilemma faced by monetary authorities 
under the gold standard between the requirements of internal and external 
equilibrium was a real one. 

In the words of Metzler, “the pendulum has now swung too far in the 
anti-classical direction.”® The classical theory of gold flows and price changes 
must not be abandoned as of little importance. 

RENDIGS FELS* 


long run may not affect prices and money incomes appreciably. Excess reserves at the 
nd boom are not decisive evidence, however; but in any event offsetting operations 
y the central bank would prevent gold flows from performing their equilibrating function. 


cit., p. 216. 
*The author is assistant professor of economics at Vanderbilt University. 


Planned Economy in Norway: Comment 


While Dr. L. R. Klein presents a clear and interesting outline of the system 
i “national budgeting” in Norway, at least two of his views regarding the 
general implications of the Norwegian experiment appear to be questionable. 
\t one point it is stated, for example, that: “one of the most evident and most 
striking features of the Norwegian economy is its stability since 1945.” When 
speaking of stability, Klein is primarily concerned about price stability and 
the protection of the real income of workers. Average hourly real wages in 
industry rose about 20 per cent between 1940 and 1947.° Since it is highly prob- 
able that average productivity fell during this period,* it is evident that a size- 


‘“Planned Economy in Norway,” Am. Econ. Rev., Vol. XXXVIII, No. 5 (Dec., 1948), 
tisk—Qkonomisk oversikt over dret 1947, Norges offisielle statistikk, X—143 
igitt av Statistisk Sentralbyra, Oslo, 1948). For information on hourly wages, p. 40; 
nd retail prices, p. 98. See also, International Monetary Fund, International Financial 
Statistics, May, 1949. 
‘The Economic Commission for Europe, Economic Survey of Europe in 1948, UN. 
: Geneva, 1949), Table 4, p. 7. Average output per man employed during 1947 was 
naicated as 85 per cent of the 1938 level. No man-hour figures appear to be available. 
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able “inflationary gap” has developed within the economy. The low level of 
postwar interest rates and the very high level of investments have tended to sus. 
tain this gap.° 

The gap has undoubtedly helped to check the expansion of export volume 
which has remained at about 82 per cent of prewar during 1947 and 1948 
when industrial production was 15 to 25 per cent above prewar levels, and 
has thereby been fundamental to the magnitude of disequilibrium in the 
balance of payments.® The high volume of imports necessary to a realization 
of the ambitious investment program has been the other decisive factor. 
Finally, a deterioration of the terms of trade with regard to freight income 
has also been of importance. Postwar deficits in the current balance of pay- 
ments have averaged nearly 1 billion kroner ($200 million dollars) since 
1946’; about half of this annual deficit could be attributed to the low volume 
of postwar exports.® 

Thus, granting that price stability® has been attained and that an increase jn 
real wages*® has been maintained, it is not at all clear that a planned economy 
such as Norway’s does not substitute one form of instability (that of the 
balance of payments) for another form of instability (that of domestic prices). 
Instability in the balance of payments, however, may have far more serious 
implications for a small country than does domestic price instability. In 
any case, one should not be deceived into thinking that once the magic wand 
of economic planning is waved, the problem of economic stability somehow 
disappears. 

In support of this view, let me first quote certain conclusions concerning 
economic development in Norway during 1947, which are contained in the 
“Statistical Economic Survey” issued in connection with the government 
budget during January, 1948:" 


There is a continuing deficit of considerable size in the national budget which 


*The costs of German occupation were the important prime source of the gap. Price 
subsidies have amounted to about a quarter of current budgetary expenditures. While 
gross domestic investments have amounted to about 35% of G.N.P., the long term rate 
of interest was lowered from 3.4% to 2.5% in connection with government debt conversion 
during 1946. The low rate of 2.5% has been sustained. 


* Statistik—Qkonomisk oversikt over dret 1948 (Oslo, 1949). Reference to source of 
statistics given. 


' Dkonomisk Revy, Norsk Bankforening, No. 2, 1949, p. 3. 


*Ceteris paribus, the current deficit would have been about $80 million a year less had 
export volume attained a prewar level during 1947 and 1948. Although a deficit is 
normal for Norway in view of postwar reconstruction requirements, it appears that direct 
controls and repressed inflation have diverted output from export to the home market. 
Export volume has, therefore, lagged far behind the growth of national product, relative 
to prewar, though a roughly parallel development is vital to long-run international 
stability and the sustenance of a high level of output. 


* Since it was attained by means of price control, it may only imply price rigidity. 
” Fditor’s note— A Norwegian critic of Klien, whose communication could not be 


published, queries the reality of the increase in real wages due to the non-availability of 
many consumer’s goods. 


™ Statistik—Dkonomisk oversikt over Gret 1947, op. cit., pp. 94-95. Translated by the 
writer. A budget surplus was developed during 1948. 
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ether with an increase in lending and the large nominal income receipts of the 
poet tion has led to the growth of an inflationary gap. . 

. “Te is i mportant to be aware of the fact that we, despite the general production 
ance since the end of the war, can not be considered to be enjoying a stable 


ne, od with a uniform prosperity. The economic situation in Norway today is to 
48 7 high degree unstable. Since production in 1947 did not lie appreciably above the 
ewar level, this higher level of production could only be sustained by a con- 
nd “a le import balance of trade. This import balance . . . has in noe part been 
the sess with the country’s exchange reserves and by borrowing. . 
in Mt + the conclusion of 1947 one is faced with the situation that an appreciable 
Or. ortion of the disposable exchange reserves have been utilized at the same time 
me that ; anthorities had exhausted most Possibilities of obtaining additional credit. 
One has thereby arrived at a very serious foreign exchange situation. . . . In case 
wll further credits can not be obtained from abroad, it might be necessary ‘to bring 
nee bout a more drastic reduction of imports than that effected in connection with 
me ‘he reorganization of exchange policy in September . . . but should the situation arise 
in which it becomes necessary to reduce the supply of imported raw materials 
sin further, it may be difficult to prevent the growth of unemployment in industry. 
my The view stated in this official publication is quite different from that of 
the Klein. The situation is viewed as essentially unstable rather than stable. 
s) Serious attention is paid to the difficult foreign exchange situation and the 
wg implications for domestic employment of the necessity further to reduce im- 
In De rts.2 Klein found that the 1947 import surplus “in no way caused an eco- 
me nomic crisis.”** To him the fault was administrative and the result of fore- 
va casting errors; it could be rectified in the future.** The subtle underlying 
factor overlooked by Klein is that while no economic crisis may have as yet 
ms arisen, it is only because Norway has been able to expend exchange reserves 
the and obtain foreign loans. Once foreign aid, credit resources, and foreign ex- 
-_ change reserves are exhausted, the income received from Norwegian exports 
and shipping will be an important factor in determining the level of national in- 
hich come, 
hin The situation in Norway, and for somewhat similar reasons in Sweden also, 
Thile is, at least potentially, quite unstable.*® The question therefore remains, and a 
rate most important question it is indeed with regard to the ultimate success of 
sion E.R.P., to what extent small democratic countries such as Sweden and Nor- 
way, whose standard of living is highly dependent on foreign trade, can 
ee achieve a volume of export trade by means of direct controls (prices, interest 
rates and the allocation of supply being subject to control in both countries) 
that is compatible with equilibrium in the balance of payments at a level of 


“The volume of imports is naturally of far greater significance to the level of production 
and real national income of a small country, than of a large country with adequate 
natural resources of all types. 
““Planned Economy in Norway,” op. cit., p. 806. 
“Tbid., pp. 806, 807. 
t should be pointed out that during 1948 and 1949 a large portion of the international 
deficits of Sweden and Norway are being covered by E.C.A. assistance. Both countries 

ve drawn heavily in the past on their gold and foreign exchange reserves to finance 
the r international deficits. While Sweden did not suffer a severe impairment of her capital 
equipment during the war, as Norway did, she has also experienced repressed inflation and 
an abnormally low volume of exports in relation to imports and real national income. 
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imports that will permit retention of present full employment levels of activity 
and a normal growth of productivity. Can these countries substitute direct 
controls for a free-price system and still bring about international adjust- 
ments with sufficient rapidity to meet sudden changes in the international oyt. 
look? Will not the persistence of repressed inflation (along with the controls 
necessary to repress inflation) interfere with the proper allocation of resources 
in this connection, prevent adequate price flexibility, and inject a high de- 
gree of inelasticity in the export supply curve? The low volume of postwar 
export in both countries’® raises serious doubts, especially in view of the fact 
that international demand conditions have in general been very favorable for 
both countries since the end of the war. In addition, how will these countries 
meet the threat of increasing international price competition, especially in 
dollar markets?'* The critical nature of these problems has been and con- 
tinues to be disguised by the prevalence of foreign disinvestment, loans, and 
American aid. 

Another general conclusion drawn by Klein was that the clause of the 
Bretton Woods Agreements requiring the abolition of import and exchange 
controls by 1952 was particularly unsatisfactory.** When considering Norway 
he says:’® “Either the Bretton Woods Agreements must be modified (or 
ignored )or some round-about method adopted to circumvent the Agreements. 
One method would be to nationalize all foreign trade.”*° It appears to the 
writer that Dr. Klein has failed to prove his case; he has merely intimated 
what is self-evident, that the provision is incompatible with the retention of 
the present system of direct controls in Norway. But is not this essentially 
begging the issue? The writer has pointed out that the economic stability 
attributed to Norway by Klein may be more apparent than real, that in fact 
it has been sustained by a high volume of capital imports. Economic stability, 
if it is to be given a dynamic significance, must in the long run be measured in 
terms of the growth of productivity and internal adaptiveness to external 
change, as well as in terms of the level of employment and real wage income. 
The Norwegian economy has still to prove itself with regard to the first men- 
tioned factors; a small country could suffer considerably in a world rapidly 
returning to price competition, if it lacked stability so defined. 


*During 1948 industrial production was 143% and 125%, export volume 79% and 
82%, of the prewar levels in Sweden and Norway respectively. Prewar = 1938. Source: 
International Monetary Fund, International Financial Statistics. 

“For the above mentioned reasons, among others, one must be skeptical as to how 
much benefit can be derived from currency devaluation in a controlled economy, where 
repressed inflation leads to an excessive domestic use of domestic output. The threat of 
nationwide wage increases to offset resulting increases in living costs (thereby threatening 
domestic price and wage stabilization) and the restrictive provisions of bilateral trade 
agreements must also be considered. The issue, however, is too involved to be discussed 
within the limited scope of this note. 

*“Planned Economy in Norway,” op. cit., p. 814. 

Ibid. 

* According to Professor Wilhelm Keilhau of Oslo, Norway, the greatest success 
postwar reconstruction has been attained with the mercantile marine, the only sector 
where private initiative was given a free hand. See “Main Trends in Norway’s Economy, 
Lloyds Bank Review (July 1948), p. 31. 
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The writer suggests that, because of the flexibility of a free-price economy 
and the possibilities for increased productivity permitted by specialization 

ader free trade, such small nations may have an even greater stake than their 
larger nei ighbors in a return to free, multilateral trade.?* While the level of 
po dary y significance) toa large country in maintaining full employment 
la ahi ch standard of living, it is clear that to a small country, lacking many 
essential resources, the volume and composition of foreign trade are also of 
rimé nary importance, regardless of the structure of the economic system. 

Such small countries as Norway and Sweden may have found a temporary 
solution to the “classical” problem of maintaining an adequate level of effective 
demand at home—though the solution has involved the existence of repressed 
inflation—but have they found a solution to the problem of obtaining an 
adequate volume of supply without resorting to capital import or foreign dis- 
investment? This latter aspect is also fundamental to the maintenance of high 
living standards and full-employment levels of activity. 

When judging the stability problem of a small country, international con- 
siderations are as fundamental as domestic. In fact the two are virtually 
inseparable. 


sect 


RALPH E. 


The interwar years provide ample evidence of the competitive disadvantage suffered 
ul] nations which engaged extensively in bilateral trade. 


*The author, who is on the staff of the Economic Cooperation Administration, is 
expressing personal views and not those of the organization with which he is associated. 


The Least Cost Point: Reply 


In the December issue of the Review Professor Eiteman attempts to rebut 
my criticisms of his earlier article attacking the validity of marginal analysis." 
has rrp: precisely what he meant by capacity and has in some respects 
clarified his position, but unfortunately he has raised more problems than he 
has solved. These problems are so numerous that a complete examination of 


them nee take more space than their importance warrants. I can, there- 


‘ore, merely outline briefly the more basic difficulties that his answer presents. 
1. He has altered his original thesis to read: Where the least cost point 
‘alls at capacity output, “marginal cost curves will no longer intersect mar- 
ginal revenue curves (1) when average revenue curves are horizontal or (2) 
when average revenue curves are high and almost horizontal” (p. 900)—that 
is, under pure competition or almost pure competition.? This elimination of 
anyt thing remotely resembling monopoly seriously limits the applicability of 
theory, even if it were otherwise correct. In fact, he later (p. 903) tacitly 
sumes monopolistic competition (or something -resembling it), in contradic- 

on of his own original thesis. 


‘Wilf rd J. Eiteman, “The Least Cost Point, Capacity, and Marginal Analysis: A 
Rejoinder,” Am. Econ, Rev., Vol. XXXVIII, No. 5 (Dec., 1948), pp. 899-904, 


“Even s 


the statement is not necessarily true, since, to cite only one instance, costs 
may also be “high.” 
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2. It is not “difficult to deal with a timeless-rate of production” (p. 992). 
it is impossible. “Rate” means “ratio”—the relation between two quantities 
which in this connection are units of output and units of time. To speak jn 
terms of “hourly output” obviously does not eliminate the time concept, 

3. Professor Eiteman believes that by using the time unit of an hour he 
has eliminated the variations occuring in working periods when the day, week, 
or month is used. This is contrary to fact. He adrnits that the warming-up hour 
(is it an hour?) is different, but ignores the other variations which almost any 
study of hourly output will show—a rise in output during this warming up, 
followed by a continuous drop to the end of the day (with a reversal of trend 
for a short time after the lunch period, if any). 

4. His final definition for capacity is “the maximum hourly output possible 
under normal circumstances” (p. 902).* In spite of this concept of capacity as 
output under normal circumstances, his next sentence states flatly that: “So 
defined, beyond-capacity output becomes impossible” (p. 902). That is, there 
is no such thing as abnormal conditions. His whole thesis, he admits, hinges on 
this untenable assumption. 

5. By the use of an hourly output concept Professor Eiteman has vitiated 
his original argument in two ways: (a) He has invalidated his objections 
against ordinary marginal analysis, since he is not talking about what is 
generally considered capacity; he is criticizing the use by marginal economists 
of a concept which these economists did not have in mind,* (b) More im- 
portant, he has passed out of the world of reality into the realm of fancy, for 
surely no businessman sits down to decide whether he will produce 700 or 
800 cans of soup between nine and ten o’clock this morning (by marginal 
analysis or any other), but rather that he will produce so many cans this 
week (or month, or quarter).5 If the curves refer to hourly output, we 
certainly agree that “businessmen do not construct marginal revenue and 
marginal cost curves nor do they operate at a scale of operation that such curves 
would indicate if they were drawn” (p. 903). The situation is different if the 
time unit is a week or more.® 

6. In the course of his examples Professor Eiteman uses the illustration of a 
least-cost point at “85 per cent of capacity” (p. 903). If he considers this usual, 
it is an insignificant quibble to complain of Bowman and Bach putting this point 
at 73 per cent. His whole argument then disappears. 

7. In his further example explaining what he considers to be the actual 
decisions of businessmen, Professor Eiteman’s only reference to price is to 


* This definition differs from the one I suggested only by the designation of the period 
as “hourly.” I did not specify any particular time interval. I had in mind a period of 4 
week, but the argument would apply equally to a month or any other reasonable period. 
With modifications it would apply also to the hourly concept. 


*To use Professor Eiteman’s original example, the graph which he cites from Bowman 
and Bach refers to output per month (Economic Analysis and Public Policy [New York, 
Prentice-Hall, 1943], p. 123). 

* Professor Eiteman himself is forced to accept this longer time interval when he comes 
to his illustration (p. 903). 

* The longer the time interval, the more likely the businessman is to use some sort of 
marginal analysis in determining his production. 
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accept without question “the price printed in catalogs” (p. 903). How was this 
orice determined?*? More particularly, if, under his example, the small quantity 

yrrently demanded at this price forces a drop in production and a conse- 
quent rise in average (labor) cost from 70 cents per unit (which would be pos- 
sible if 48,000 units per week were sold) to 84 cents per unit,® would not the 
producer at least consider the possibility of whether a price reduction would be 
preferable to a drop in quantity produced?® This inability to explain price 
determinations is the central weakness of Professor Eiteman’s inventory anal- 
vsis, which necessarily must assume that price is given to start with, and 
(apparently ) cannot be altered by the producer. 

WALTER W. Hatnes* 


"We might assume (cf. point [1] above) that it was set by pure competition in the mar- 
+ but this is obviously not so, for the producer in the example can sell only 28,000 units 


Kel, 
per week at this price, not any amount. This then must be a situation of monopolistic 
competition or some other example of administered prices. 


‘If by “average cost” Professor Eiteman means labor cost per unit of product, he 
ha t two zeros somewhere: the average cost should be 0.7 cents and 0.84 cents 
respectively. This mathematical error, however, does not effect the argument in any way, 
and I have used his figures. 

*It may be well that the price cannot be changed over short periods of time, as, for 
instance, between catalog printings, and in this case the producer may merely adjust his 
production to the quantity demanded at this price for the time being. But if conditions 
change significantly, he will certainly consider changing the price in the next catalog, 
and the new price will be determined, at least roughly, by the marginal analysis. 


*The author is associate professor of economics in University College, New York 
University. 


Economic Studies by the Joint Committee on the Economic Report* 


The Joint Committee on the Economic Report, under a supplemental appro- 
priation authorized by Senate Concurrent Resolution 26, is currently con- 
ducting studies in the fields of investment; monetary, credit, and fiscal poli- 
cies; low-income families; and unemployment. All four studies were begun 
early in the summer and the subcommittees making them contemplate issuing 
one or more reports before December 31, the date set by the Resolution for 
the completion of the work. 

The study of investment is directed toward an examination of the causes 
and cures of the variability of private investment, with emphasis on the rela- 
tionship of this variability to over-all economic stability. In general, the sub- 
committee will seek through hearings and staff studies to find the factors 
which influence and determine business decisions to invest or not to invest. 
They will also go into the forms of investment contracts, i.e., the debt-equity 
problem, to the extent it affects the flow of savings into investment; and the 
functions of intermediary institutions, such as insurance companies, invest- 
ment companies, trusts, etc., in making direct investments or generating 
added investment. 


The monetary, credit, and fiscal policies study will attempt to provide the 


* The staff director of the Joint Committee is T. J. Kreps, the associate director G. W. 
Ensley. The address of the Committee is Senate Office Building, Washington, D.C. 
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basis of a better understanding and clarification of policies which are the mos, 
conducive to the maintenance of high levels of employment and production 
and of relatively stable price levels. The subcommittee will review the objec- 
tives of past monetary, credit, and fiscal policies and will be particularly 
concerned with the attention given in formulating these policies to the be. 
havior of individual prices, to interest costs of the federal debt, to the prices 
of government securities, to the state of employment, to the rate of invest. 
ment, to the balancing of the federal budget, to speculation in commodity and 
security markets, and to the balance of international payments. The study will 
cover the present instruments of control over monetary and credit conditions 
which are possessed by the various government agencies, including the Federal 
Reserve, the Treasury, the Federal Deposit Insurance Corporation, and the 


other federal agencies that make and guarantee loans and insure deposit and 


savings accounts; how these powers have developed and how they have been 
used; how effective the control instruments are individually; how effective 
they are collectively when used in such a way as to supplement each other: 
what the limits on their effectiveness are and the desirability of their use: 
and how effective the voluntary private programs are for controlling the 
supply and cost of credit. The monetary, credit, and fiscal policies sub- 
committee has already had presented to it two statements prepared by a 
group of outstanding economists who met September 16-18 at Princeton 
University to consider the fiscal aspects of the problem.’ Additional studies 
are being made and hearings have been held on the monetary and credit phases 
of the study. 

The subcommittee study on unemployment will be concerned with the 
causes of general unemployment and the kinds of remedies that can be 
applied. An initial study has been issued by the subcommittee showing the 
current status of employment and unemployment. It is planned that this 
report will be followed by another interim document to be issued in con- 
junction with the low-income families study which will summarize the most 
important federal, state, and local programs dealing with these subjects. An 
important part of the final study will be to develop a better general under- 
standing of the problem of unemployment, the significance of the figures 
measuring the problem, and a general testing of the validity of existing in- 
formation. 

The study of low-income families arises from the interest in the relationship 
of the status of these low-income families to general economic conditions and 
how improvements in their status may help the economic health of the na- 
tion. The study, working within the limits of existing data on income dis 
tribution, will attempt to answer three broad questions: (1) What are the 
circumstances under which lower income families live? (2) What is the efiect 
of the low production and low purchasing power of these families on the 
economy as a whole? (3) What can be done to increase the production and 
earning capacity of these families, thus making for a more prosperous 
national economy? 


* See page 1263 this Review. 
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BOOK REVIEWS 


Economic Theory; General Economics 


The Economics of John Maynard Keynes. By DupLry D1Lvarp. (New York: 
Prentice-Hall. 1948. Pp. xv, 364. $3.75.) 

Dudley Dillard, in his recent volume on Keynes, has pointed out in the 
oreface that the General Theory of Employment, Interest and Money is not 
very intelligible to the undergraduate and general reader. It can safely be said 
that the author has remedied this lack of communication by producing a 
competent and thorough text for elementary students. It is particularly suita- 
ble for students because it avoids the major pitfalls and false problems that 
have plagued so many of the post-1936 discussions about Keynes’ theories, 
especially those debates of literary economics. 

In the preface, Dillard also explains that he has set out for himself the 
task of presenting an exposition of the “economics of Keynes rather than 
Keynesian economics.” This narrow objective has, unfortunately, led him 
into some vulgarisms that could have been avoided by more sophisticated 
criticism and extension of the ideas of the master. 

The reviewer has read Dillard’s other works in Keynesian economics with 
great reward. The pieces on the relationships among Proudhon, Gesell, and 
Keynes were, in many ways, edifying. The author had already established 
himself as a leading student of Keynesian economics when he turned to the 

lume under review. It is only to be regretted that he did not continue 
more of the original scientific research that characterized his earlier works. 

The author summarizes the General Theory and then discusses the basic 
concepts and properties of the system in greater detail. He defines terms; dis- 
cusses consumption (multiplier), investment (the marginal efficiency of 
capital), interest and money (liquidity preference), interspersed with a 
little fiscal policy doctrine; analyzes the réles of money wages and prices in 
the system; treats the problem of inflation; and finishes the discussion of the 
General Theory with a section on business cycles and international economics. 
Actually, the inflation and international problems fall outside the most narrow 
scope of the General Theory, as such. Other writings of Keynes are brought 
to bear on these two subjects. There is a final chapter on “The Development 
of Keynes’ Thought and the Social Philosophy toward Which It Leads.” 
Much of the material of this concluding chapter comes from his already 
published article on “The Pragmatic Bases of Keynes’ Political Economy”’ 
(Journal of Economic History, November, 1946). There is also an extensive 
ibliography of Keynes’ writings at the close of the volume. 

since Dillard has elected to follow the General Theory in a very orthodox 
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fashion, he includes many of those digressions that were not always essential 
to Keynes’ main point. He has a splendid discussion of the concept of user cost 
(p. 68). The close adherence to the General Theory has led Dillard to over- 
emphasize the importance of the theories of money and interest in relation to 
the problem of the determination of the level of employment. He makes much 
of the fact that Keynes really married the monetary and real aspects of eco- 
nomic life. While the reviewer is mainly impressed by Keynes’ general theory 
of employment, Dillard is plainly more impressed by Keynes’ general theory 
of employment, interest and money (italics are Dillard’s). The reviewer 
definitely believes that one can go much more directly to the heart of prob- 
lems with an analysis based on something like Frisch’s time-honored distinc- 
tion between the real economy and the money economy. In this analysis, the 
real economy clearly comes first, with the monetary aspects as refinements, 

When Dillard comes to problems of international economics, he sets out 
from the well-known analyses of export and import multipliers. Within this 
framework, it is always good (employment-creating) to export and always bad 
(unemployment-creating) to import. How general can such a conclusion be? 
For economies which are largely self-sufficient or for which foreign trade is 
not very important, this may be a fruitful approach, but for those economies 
which must import raw materials and other producer goods, it is absolutely 
misleading. The latter have learned, well enough, that it is good (employment- 
creating) to import. In an international free-market system, all effects can be 
accounted for by introducing the terms of trade in a proper way. Import and 
export functions should be written with both relative prices and incomes as 
variables. Although it is fashionable Keynesian theory to let relative prices 
“wash out” of the equation system, the truly sophisticated Keynesian will 
recognize that foreign and domestic relative prices actually do not “wash out” 
and play a nontrivial rdle in a complete analysis of international propagation 
of economic fluctuations. One ought to be even more fundamental in the 
theoretical construction and work with a model that will survive price, 
exchange, import, and export controls. This can be done by introducing imports 
of raw materials and producer goods as factors of production in the technologi- 
cal relationships of the system. Then some quite different import multipliers 
will be obtained for a sizeable portion of the world. 

The chapter on “War and Postwar Inflation” deviates from the teachings 
of the General Theory only by shifting over to How to Pay for War. In 
many ways, the inflation discussion is the least satisfactory of the whole book. 
It takes the line of delicate fiscal adjustments to wipe out the inflationary gap, 
with direct controls like price stops and rationing merely superimposed upon 
the more basic fiscal structure. This is, of course, in the Keynesian tradition 
of How to Pay for the War, but the reviewer would be inclined to reverse the 
order of importance of anti-inflation instruments. Price stops, priorities, 
rationing, and other direct controls really get the job done with a great deal of 
speed and flexibility, aided and abetted by fiscal policy. Dillard’s interpreta- 
tion of the facts of the recent U.S. inflationary experience is at variance with 
that of the reviewer on this point. The chapter in question is based to 
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neavily on U.S. experience, and his analysis might not stand up too well against 
‘he facts on Western European postwar inflation. 

In the space of a short review one cannot go into all matters of criticism in 
creat detail, but there are some specific points in the text which should be 
singled out for prospective readers. In transforming from income to em- 
nloyment (p. 35), the problem of prices should not be neglected. Production 
functions are defined in physical units; this point can best be made clear by 
working with a complete, well-defined mathematical model. 

The discussion of the relationship between classical theory and liquidity 
nreference (p. 173) is confused. It is quite incorrect to claim that liquidity 
oreference has no place in a static classical model. Such a position does not 
show a clear realization of the mathematics involved in transforming from 

ic systems to dynamic systems. There is no reason why the classical theory 

‘ utility maximization, in a dynamic setting, cannot be used to derive the 
equations of liquidity preference. In fact, they have. The static (equilibrium) 
solution of this dynamized classical model will then contain a liquidity-prefer- 
ence equation. 

Dillard attempts (p. 197) to link the discrepancy between the interest rate 
and marginal efficiency of capital in the Keynesian system to the discrepancy 
between the market and natural rates of interest in the neo-classical system. 
This result is very questionable. In the discussion between Pigou and Keynes 
on wage flexibility and employment (p. 220), Dillard has written off the 
argument as a flat victory for Keynes. Some admirers of classical thought have 
not yet conceded victory and are continuing the debate on the basis of 
Pigou’s article in the Economic Journal (December 1943), although the Pigov- 
ian analysis is seriously lacking in empirical content. The scraps of evidence 
that are available point in the direction of victory for Keynes. There is a 
rather peculiar and unsatisfactory definition of “true inflation” (p. 237) in the 
volume. It states that “true inflation occurs when prices rise without being 
accompanied by a rise in employment and output.”” One wonders what was 
“untrue” about the U. S. inflation of 1947-1948? 

The characterizations of overinvestment theories of the business cycle 
p. 278) do not seem to square with the customarily accepted position of this 
school of thought. “Overinvestment” is not to be interpreted literally or 
absolutely, as Dillard does, but is to be regarded in relation to an unbalanced 
structure of production and the availability of funds to maintain high invest- 
ment with the “elongated” structure of production. On the positive side of the 
ledger, it should be pointed out that there is, among many good points, an 
interesting discussion of the labor theory of value (p. 194). 
| In view of the shockingly disrespectful and inaccurate references to the 
‘ate Professor Rogin appearing in another review of this book, it must be 
stressed that it is good fortune to have some lasting evidence of Rogin’s views 
on Keynes transmitted via Dillard. Rogin had no mean influence on Dillard’s 
intellectual development. 

sat LAWRENCE R. KLEIN 

National Bureau of Economic Research 
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The Theory of Economic Change. By B. S. Ketrsteap, (Toronto: Macmillan. 
1948. Pp. xi, 386. $5.00.) 

This is a group of studies of the operation of the economy in the very long 
period when wants, resources, and technology—the customary constants—be- 
come variables. Professor Keirstead examines the effect of this variation upon 
aggregate demand and upon real income, its composition and distribution, The 
analysis for the most part is conceptual, as it must be within the compass of 
anything shorter than an encyclopedia, but it is illustrated along the way 
with material drawn from the Canadian and United States economies. An 
analysis of this kind, so intricate and far reaching, is a formidable under. 
taking and one from which less hardy men would withdraw. But it is necessary 
if we are to take the measure of the most important problems of economic 
policy. 

The book opens with an excursion into methodology in order to discover 
how much of economic change is within the power of human purpose and how 
much arises from necessity. The author concludes that physical and institu- 
tional forces place a limit on freedom but these limits allow a wide area for 
voluntary action. It is the purpose of politics, he states, to define the proper 
ends of economic action while the economist’s function is to propose the proper 
means for achieving them. Part Two examines the ideas of economic change 
held by Smith, Ricardo, Marx, and Schumpeter. The author finds none 
wholly satisfactory, and submits that economic change comes of a plurality of 
causes which express themselves through social institutions of voluntary design 
which in turn react upon the original causes. The effect of innovativuns and of 
changes in population then are studied by the familiar technique of model 
construction. Considerable attention is paid to partial equilibrium as well as to 
aggregative changes. 

The operation of the firm through long periods, as demand and cost func- 
tions change, is next considered. In Parts Three and Four, there are useful 
summaries of some of the less emphasized aspects of partial equilibrium analy- 
sis, notably the quantitative expression of demand and the theory of the 
expansion path. Changes in the location of industry, with application to the 
maritime provinces of Canada, are studied in Part Five. The book ends with 
proposals for a policy governing population movements, international invest- 
ment, the cycle, imperfect competition, and the distribution of income . 

It must be apparent from this summary that although Professor Keirstead 
has ranged widely over the field of economics, his selection of subject matter 
clearly falls within the purpose of his book. He has presented all of this in an 
informal, usually lucid, style, which for the most part is pleasantly free o! 
argot. In the review of price theory, there are, I believe, a few slips here and 
there, but they are unimportant to the theme of the book. 

This theme is the assertion that unregulated changes in a market economy 
inevitably will produce stagnation from which relief will be sought either 
through democratic control or by the imposition of fascism or communism. 
The assertion has warrant in the author’s belief that most industry operates 
under decreasing costs in the very long period, that the heavy fixed investment 
which this entails leads naturally to collusion as an escape from intolerable 


i€ 
ne 
Ye 
ec 
hel 
Ke 
Ne 
aS | 
sca 
Wel 
+h 
iid 
Cd 
the 
+h 
ne 
ame 
mar 
7 

\ 
nide 

D 
reéerr 
ica 
Mict 
and 
end 


BOOK REVIEWS 1295 


-sctability, that as a result, income is distributed more and more unequally, 
hat the enormous surpluses of monopolistic firms can find no investment out- 
jets, finally that welfare must decline in consequence and political change 
necessarily follow. This is a variation on an idea now quite familiar, and, as 
might be expected, the names of Keynes and Hansen rumble through the book. 
Vet Professor Keirstead has gone somewhat beyond the familiar doctrine of 
economic maturity. He has examined the effect of imperfect competition in this 
process, he sets forth with more rigour the implications of population changes, 
and he has made still more emendations to The General Theory. 

Those who are predisposed to the idea of economic maturity will find much 
here to sustain them. But those who are not will regret that Professor 
Keirstead has not lavished the same ability on demonstrating his assumptions 
as on reasoning from them. For it is not at all apparent to me that the optimum 
scale of plant requires only a few firms in an industry; indeed, my doubts 
were reinforced by some of the author’s own footnotes. Nor is it self-evident 
that monopolistic firms and cartels enjoy great surpluses because the evidence, 
in both a theoretic and factual view, suggests the opposite. Neither am I 
onvinced that monopolies have as much power as is suggested to subvert the 
freedom of the individual worker and consumer. Only if all enterprises were 
onducted by a single, vast monopoly (with devilish efficiency) would these 
fears come to reality. Finally, I cannot share Professor Keirstead’s confidence 


cannot do. One may agree that a simpliste attitude of laisser faire is silly to 
the point of being irresponsible, yet hold the most compelling doubts that 
the government should direct the development of resources, provide “social 
amenities,” establish public enterprises, as well as look after the cycle through 
iiscal measures and continue most of its present functions. But though one 
may disagree with the author’s answers to these primary questions of policy, 
he is to be commended for his forthright approach to them. It is a point of 
excellence in a valuable book. 
WILLIAM D. GRAMPP 
The University of Illinois in Chicago 


La Valeur Logique des Théories Economiques. By BERTRAND Nocaro. (Paris: 
Presses Univ. de France. 1947. Pp. viii, 185. 200 fr.) 

4 Valeur. By FRANCots PerRoux. (Paris: Presses Univ. de France. 1943. Pp. 
400. 100 fr.) 

\t any time, and particularly today, the progress of economic theory is 
aided by books like these. Professor Nogaro analyzes the errors in logic or 
pitfalls in thinking which have been typical of economic theories. Professor 
Perroux has written a rather detailed summary of the concepts of value, in- 
“cating what he believes are the deficiencies in the views of various econo- 
mists and which concept may be regarded as most valid. 

_ Neither book makes an original contribution to economic theory, but as 
‘nsightful summaries, one concerned with logic applied to economic concepts 
and the other, with an economic concept submitted to sharp and minute criti- 
“ism, they are stimulating and suggestive and compel a good deal of re-think- 


n the capacity of government to do all that which he believes the market . 
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ing of familiar notions. They provide a healthy shock for economists on either 
side of a Ph.D. who have grown sleepy in the presence of ideas they have 
“heard” before. Yet in spite of success in this regard, both Professor Nogaro 
and Professor Perroux have failed to give as deep or clear an analysis of the 
problems they study as might have been given or could be made. 

Professor Nogaro is primarily concerned with the use of deductive and in- 
ductive methods in economic reasoning. Through a series of brilliant critiques 
of economic theories, he lays bare errors which have been committed, partic. 
ularly in deduction. He summarizes these typical errors in the final chapter, 
called Conclusions. Much of this material should have been presented in the 
Introduction. The readers, who will be economists and not logicians, would 
then have been forewarned and the body of the book, consisting of analysis 
of these logical failings, would have been more effective. As it is, the errors in 
economic thinking are clearly revealed but the nature of the failure in logic 
is not always as obvious. 

The topics of some of the chapters will indicate the range of theories ana- 
lyzed: The Quantity Theory as a Deductive Theory; The English Classical 
Theory of the Equilibrium of International Trade; The Theory of Bimetal- 
lism; The Marginal Theory of Value; The Concept of Capital and the Classical 
Theory of Distribution; The Ricardian Theory of Rent; and The Equality 
of Savings and Investment According to Lord Keynes. 

The most frequent logical errors which economists commit, it turns out, 
are not peculiar to them. For one, we have a tendency—Professor Nogaro 
asserts it is in our subconscious—to make incorrect conversions. For example: 
if an increase in the quantity of money results in a decrease in its value, then 
a change in the value of money can result only from a change in its quantity. 
But, apparently, the majority of errors do not result from violations of the 
formal rules of logic. The primary source is a lack of precise definition of terms 
or facts (“la matiére du jugement,” to use his phrase). This type of error 
applies particularly to the most general economic concepts—price, capital, 
income, etc. And it occurs most often in the deductive method. The inexactness 
usually leads to the choice of data or illustration to “prove” an @ priori notion. 

Professor Nogaro is especially concerned (even vexed) about the errors 
economists commit when they deduce. He recognizes that the deductive 
process has its proper use, even in inductive theory, but he attacks its careless 
employment. He demonstrates how errors can be compounded by appealing 
to an accepted economic concept (itself not clearly defined) or by recourse to 
general principles of logic, mathematics, or economic psychology, the effect 
of which is to impose false corroboration or deceptive rigor. 

With regard to the inductive method, Professor Nogaro indicates the 
familiar source of error in observation and the difficulties of gathering statis- 
tics or historical documentation. He places his confidence in the inductive 
procedures because he believes the inductive economists are less exposed than 
the deductive to “certain errors and illusions.” Perhaps! It depends on how 
easily one falls in love with an hypothesis. 

In fact, the major logical defect in Professor Nogaro’s approach is his naiv¢ 
and vague distinction between induction and deduction. His analysis would 
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hat e been more helpful if he had kept in mind the statement of Morris R. 
Cohen, “That all inference is deductive and that what passes as induction is 
di oe nail deduction or more or less methodical guesswork.’* A recogni- 

ion of this fact would have shifted the emphasis from the fallacies of deduc- 
‘ion to the problems and difficulties of induction. Professor Nogaro has written 
a book on the method of political economy. It is surprising he did not see 
where is the greatest need. 

What Professor Nogaro is saying, in essence, is that economists should be 
better thinkers before they attempt to think. No debate! A considerable 
amount of confusion could be avoided and much effort be saved if the canons 
of logic and the cautions of semantics were mastered and practiced. But such 
caveats are not enough—they do not go to the heart of the problem. We need 
to ew —° more about the genetic process of a concept—the individual 
psychology, the sociology and, indeed, the political science. We must know 
more about ae choice and verification of abstractions, the problems of bridging 
the abstraction-reality gap, and how to meet the challenges presented by 
imprecise, multiple factors. In brief, while something is to be gained from a 
review of deficiencies of economists as thinkers, it is more important to focus 
on problems he faces when he is thinking at a maximum. It is not merely a 
question of “tightening up” the discipline. There must be a basic orientation 
n analysis 

Economists are usually light-hearted and irreverent about scope and method. 
One should be suspicious of a purely methodological approach. But econo- 
mists will more likely make progress from a common basis of good thinking 
than through the honored tradition—the minute reconciliation of the unclear 
through the magic of poor reasoning. Professor Nogaro’s critique is a wel- 
come stimulant to careful analysis. The exposition is concise, the prose direct 
and clear. It would be an excellent text or supplementary reading for a gradu- 
ate course in theory. 

Professor Perroux’s volume is a keen, neatly organized account of the con- 
cepts of value. His analysis is considerably fuller and longer than one could 
find in an encyclopedia article or a history of economic thought. There are 
distinct advantages in this type of treatment of major economic concepts, 
especially when the critical survey is based upon an orienting principle and the 
conclusions are clearly accumulated. 

The unifying concept in Professor Perroux’s analysis of value is marginal- 
ism. “It is not,” he says, “a body of propositions that one can accept or reject. 
It is the only group of coherent and integrated explanations of economic life” 
(p. 294). Professor Perroux does not explicitly state his own position but it is 
iairly evident that he regards himself as a neomarginalist. Neonmarginalism, 
according to Professor Perroux, recognizes that choices are determined by all 
the social forces operating on individuals. The marginal utility of each good 
is — ined in relation to all the possible combinations of that good with others 

dall the desires for that good (p. 219). And the time-factor is introduced in 
the be englenaiiien and transformation of values. 


Morris R. Cohen, A Preface to Logic (New York, 1944), p. 19. 
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Professor Perroux divides his survey into three parts. The first and shortest 
section, The Objective Theory of Value as Cost, discusses the cost concept 
from both the classical and from the Marxist viewpoint and briefly sumrarizes 
the familiar criticisms of them. The second and longest part, devoted to the 
Subjective Theory of Marginal Utility, is a thorough analysis of the diverse 
formulations of subjective theory of value (Boéhm-Bawerk, Menger, von 
Wieser, J. B. Clark, H. Mayer, etc.). He describes the emergence of the 
concept of marginal utility, its use in the explanation of economic calculations 
and attempts to show how through neomarginalism the idea of margina! utility 
is brought into a closer accord with reality. : 

The third and last section analyzes what Professor Perroux calls The Ob- 
jective Theories of Social Value. The terminology is confusing. When value 
is considered as social, it resides in society and not in individuals and is, 
according to Professor Perroux, objective. He includes in this group: (1) The 
state theory of value (the individual exists only in the state, hence the goals 
and preferences of the state become those of the individual); (2) “Value is a 
representation of a collective being, society or the group which exists out- 
side and above its members” (p. 306). (Would not Marx’s labor theory of 
value properly come here?): (3) Institutionalism; (4) Welfare economics. 
On this ancient, yet most contemporary, problem of the state and the individ- 
ual, Professor Perroux’s criticism offers very little help. 

Indeed, the fundamental weakness in Professor Perroux’s analysis of value 
can be found in the unclear and undefined relations between the individual 
and society. Professor Perroux, of course, cannot be expected to clear up 
confusions which have been harassing during the entire history of human 
thought. Yet his own position of neomarginalism, in turn affecting his appraisal 
of the concept of value, is filled with implications which, left unexplored, 
minimize the value of marginalism in any form. How much is gained by saying 
that our marginal decisions are determined by a complex of social forces if 
we cannot establish the causal and quantitative relations of those influences on 
our decisions? Or if, as Professor Perroux does, one depreciates the réle of the 
state, society, institutions or welfare economics. Marginalism can explain the 
mechanics but not the formation of our economic decisions. It is, however, 
knowledge of the formation of our choices, in substance and process, which 
gives body to economics and relates economic decisions to other human values. 

In his defense of neomarginalism (and the implied sovereignty of the 
individual), Professor Perroux has tended to play down or under-rate the 
sociological and political aspects in the determination of value. But these criti- 
cal comments may leave a wrong impression about his book. Professor 
Perroux has written an excellent summary of value, a sharp, illuminating, and 
rewarding effort. However complex and obscure are the social forces affecting 
our choices, in my neomarginal judgment both Professors Nogaro and 
Perroux have rendered economic thinking a very valuable service. 

MENO LOVENSTEIN 


Ohio State University 
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Price Economics. By RosBert B. PETTENGILL. (New York: Ronald Press. 
1948, Pp. xiii, 483. $4.50.) 

Dr. Pettengill’s work is intended primarily as a textbook for the second or 

termediate course in economic theory. The book is concerned exclusively 
with the problem of how individual prices are formed in the product and 
‘actor markets. Accordingly, the work is divided into two sections of approxi- 
nately equal length on the prices of commodities and the prices of services. 
This conventional organization, however, does not reflect a conventional ex- 
sition of price theory, for the author’s work analytically is not wholly in 
‘he vein of the texts of Bain, Boulding, Due, Stigler and Weintraub. 

The author believes that the principal contribution of his textbook to the 
resentation of price theory is his merger of institutional and theoretical 
al proaches. By this statement Dr. Pettengill does not associate himself with 
xe school of American institutionalists. Prices to him are still the center of 
the economist’s interest; he has written a whole book to explain them. Nor 
does he reject the standard demand, supply, and cost curve tools of economic 
analysis, for he employs them constantly. 

[he term institutional as used by the author appears simply to express his 
lesire for greater realism. His objection to considerable portions of modern 
price theory is that the models it employs are unrealistic. This objection, 


curious to note, is raised against the firm unit and not against the consumer 
unit. The model of a consumer unit as a satisfaction maximizing entity is 
accepted and is well presented in a chapter on indifference curve analysis. The 


exposition of demand theory is conventional in almost all respects. 

But on the supply side the author finds much to criticize and reconstruct. An 
te solute model of the firm as a profit maximizing unit is held to be unrealistic. 

upply prices are not determined solely by cost calculations, but by custom, 

ia, etc. The cataloguing and description of such elements apparently 
wer eye the author feel that greater realism is achieved. 

Besides the emphasis on realism, Dr. Pettengill also proposes a new classifi- 
cation of market situations upon the basis of the conduct of firms as well as 
their number. It is true, of course, that the number of firms often has a 
definite bearing on their conduct, but it is well to distinguish, the author 
nsists, functional matters of market conduct from the substantive matters of 
market structure. It is important not only whether an aluminum producer 
happens to be the only producer of aluminum, but whether he will immediately 
ut his price if a fall occurs in the price of substitute metals. Instead of dis- 
cussing duopoly, oligopoly, etc., as market classifications, Dr. Pettengill 
attempts to account for different types of buyer and seller behavior and to 
‘race the major patterns of price behavior that result. 

The discussion of wage rates, rents, interest rates, and profits in the second 
ion of the book upon the whole follows conventional lines, except for some 


of the author’s views on interest and profits. Some instructors may possibly 


bothered not so much by the book's unconventionality at points as by the 
t that despite its size and systematization, it is at all times a work solely on 
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how specific prices are determined. The relationship between prices and the 
general level of employment is entirely neglected. The interest at all times is 
in individual prices, never in the pricing system as a unity. Despite an jntro- 
ductory chapter on the nature of economics, no real justification is made as to 
why the economist should be so concerned about explaining prices; no detailed 
discussion of the functions performed by the pricing system appears. 

All this is probably a product of the author’s basic distrust of the practical 
content of modern price theory. The significance of monopoly to the economy 
is dismissed in just two pages (189-191). The fact that monopoly distorts the 
allocation of resources receives no attention. To the student the only objection 
to monopoly to be derived from the text is that it affects the distribution of 
income. Nowhere does the text show that any policy conclusions may be 
drawn from the framework of price theory: the explanation of individual 
prices appears to be the only purpose of the book. 

The author has apparently devoted much effort to precision and clarity in 
attempting to make this a successful textbook for students. While the style of 
the book is not lively, it is concise. Each chapter begins with a statement of 
the specific questions that the chapter is designed to answer and closes with a 
good summary. It may well be that this book will have a definite impact on the 
form of future textbooks. 

A. MorcNner 

Texas A. & M. College 


Enterprise in a Free Society. By Crare E. Grirrin. (Chicago: Richard D. 
Irwin. 1949, Pp. xiv, 583. $5.00.) 


This book is a timely and useful addition to the literature of American 
capitalism. Within its 573 closely printed pages of text, containing more than 
250,000 words, Professor Griffin has given a systematic and scholarly treat- 
ment of enterprise in American society—its functions, motivations, conse- 
quences, and environmental conditions that facilitate it. 

The star in Professor Griffin’s cast is the entrepreneur. The author assigns 
him the leading réle because he holds that the supply of enterprise is 
peculiarly important to the progress of an economy organized on a basis 
of private enterprises, competition, and free markets. Some members of 
the audience will, no doubt, object to the playwright’s preoccupation with 
one character in the drama. This critic shares his view that the entrepreneur 
has too long been taken for granted and been cast in minor réles, while other 
actors have monopolized the stage. It is high time that the enterpriser's 
talents be displayed, understood, and cultivated, if the play is to continue 
to command public support at the box office. 

The book is divided into three Parts, the first of which treats the rile of 
business enterprise in economic expansion. Part II deals with the environ- 
ment of social groups and attitudes, public laws and regulations, that 
influence enterprise. Part III states the philosophy of liberalism, into which 
the propositions of earlier chapters are synthesized. 

The author emphasizes the need for continuous secular expansion of the 
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tmerican economy. Advancing science and technology force expansion, as 
, the in peratives of national security in an ideologically divided world. 
expansion is required to provide psychologically satisfying opportunities 
:4¢ people, to create outlets for increasing savings, and to alleviate poverty. 
nomic expansion comes about mainly as a result of decisions by business- 
nitiate new firms or to re-equip or enlarge existing firms. Therefore, 
¥ ntemporary society needs most of all an adequate and increasing supply of 
oterprisers. To induce expansive decisions by them, motivations must be 
suffi strong. The author analyzes economic incentives, non-economic 
-ewards of power, prestige, social approval, etc., and the general aura of 
ublic confidence and optimism which may be the most important motivating 
‘actor of all. The prospect of profits is a decisive incentive, and the author 
, theory which treats profits as a combination of (a) reward for 
um] of risk, and (b) differential return for relatively great efficiency 
in management. The more rapid the progress of the economy, the larger 
mu factor (a), because progress means change, and change creates 
uncertainty and risk. A profit-and-loss economy is more endangered by 

pular understanding of, and faith in, the social functions of profit 


than it is by want of investment opportunities or oversaving. 
The business firm is itself a social entity, under strong impulsions to 
expand for its self-preservation, to meet current demand in its market, to hold 


i in its industry, and to reduce the burden of overhead costs per 

unit. In an economy in which competition is necessarily imperfect, these 
tivations of the firm explain the business policies that are characteristic 
f American enterprises—increasing sales volume, encouragement of prod- 

uct and market research, low-margin high-volume pricing, direct rein- 

vestment of part of earnings, rapid replacement of equipment, management 

instead of stockholder control of policies, executive incentive devices, and 
ich rivalry within the large corporation as between its product divisions. 

The incentives to initiate a new business are different from, and must be 
stronger than, those sufficient to induce expansion of existing firms. Prospective 
entrepreneurs are unaffected by such negative incentives as desire to minimize 
losses or to maintain a “share of the market,” which affect established busi- 
ness even when they are unprofitable. A unique advantage of the competitive 
economic system—which provides a powerful stimulus to progress—is that 
it possesses a large number of decision-making centers. Hence the creative, inno- 
vating minority of firms exercises decisive influences over the passive majority, 
and forces the latter to adopt the newer, more efficient techniques in order 

survive. The historical record of American production, and productivity, 
lcates that the various incentives to expansion that have operated in the 
past have been potent enough to produce a highly satisfactory performance. 

In regard to the environment of enterprise, the author holds that entre- 
Preneurship is relatively a scarce factor of production, and public policies 
must be re-examined from the point of view of their effects upon entre- 
oreneural incentive. A new conception of “competition” is needed. The 

assical theory of “perfect” competition, in which price is the only variable, 
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is not a feasible norm for a progressive economy. Research and technical 
progress are conceivable only under “monopolistic” competition: they tend 
to broaden the range of alternative products open to buyers and sellers in 
the market, and to create and maintain an effective rivalry which js the 
essence of true competition. “Perfect” competition could exist only in a 
static economy. While there have been changes in the nature of competition, 
there is no evidence of a “decline” in competition in any significant sense 
The state has erred, not so much by failing to break up concentrations oj 
economic power, as by deliberately fostering monopoly through tariffs 
“fair-trade” laws, agricultural programs, labor union legislation, etc. 

The patent system comes in for an examination in connection with its 
effects on invention and innovation, and receives a clean bill of health. The 
federal tax structure is probed, and found wanting in its discrimination 
against income derived from corporate profits. Labor-management relations 
are scrutinized, and Professor Griffin finds collective bargaining on an 
industry-wide basis adverse to economic expansion. He commends, instead, 
company bargaining with independent company unions. There are chapters 
on the price level, and on foreign trade and economic expansion. 

Professor Griffin’s two final chapters concern the philosophy and the 
present crisis of liberalism. Here he gives a succinct statement of the classi- 
cal liberalist position regarding the relation of the individual to society, 
and he points to the great achievement of the Western world under these 
concepts. He asks why, in the face of these achievements, the liberal philosophy 
and policy has undergone so rapid a decline during the present century. 
This brings him to the fundamental issue posed at the beginning of the book: 
How may the fact of growing economic interdependence, with the appurte- 
nant search for personal “security,” be reconciled with the aspiration for 
individual freedom? Professor Griffin answers that there is mo ultimate 
reconciliation, but there is a satisfactory compromise. The contemporary 
liberal (in the old-fashioned sense) must advance a positive program, in- 
cluding vigilance to preserve personal rights, dispersion of economic power 
in the hands of all private groups, establishment of minimal “floors” o/ 
security, mitigation of extremes in wealth through taxation, and equalization 
of opportunity through the extension of education. 

Viewing the book page by page, the critical reader will find that most of 
Professor Griffin’s concepts and propositions are not unfamiliar. Different 
aspects of the relation between business enterprise and economic expansion 
have been treated by many writers. The profit theory stated long ago by 
F. H. Knight greatly exceeds in clarity and consistency that advanced by 
Professor Griffin. The treatment of public policies from the point of view 
of entrepreneurial incentives bears many similarities to the monographs an¢ 
policy statements issued during recent years by the Committee for Economic 
Development. The liberal philosophy and program evidently owes much to 
the late Henry C. Simons, David McC. Wright, F. A. Hayek and others 0! 
their stamp. 

Yet the book as a whole possesses a certain strength and freshness, which 
may be attributed to the consistency with which all subjects are oriented 
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enterprise. It succeeds in drawing together between two covers a more 
~nlete—albeit imperfect—treatment of enterprise as a productive factor 
“has yet appeared. It thus achieves a useful purpose, different from those 
nventional treatises on business economics, business policy, or public 
icy. Professor Griffin is not concerned with the formal economic theory of 
‘he frm. or with the technical details of business policy. His pages contain 
bra, geometry, charts, or graphs. They do reflect understanding of 
and economic processes, intellectual balance, philosophical ground- 
| historical perspective. If used together with one of the analytical 
e book should provide good textual material for intermediate courses 
jered by departments of economics or university schools of business. 
\ number of the more important errors and omissions may be noted: 

Business cycles are so well recognized and important a phenomenon 
n the American economy that a book devoted to enterprise could reasonably 
e expected to examine the impacts of economic fluctuations upon entre- 
oreneurial behavior, as well as the repercussions of business decisions upon 
| economic situation. Even assuming strong secular growth, enter- 
rise must still counter with short-term cyclical fluctuations. The book is 

this subject. 

Professor Griffin does not meet directly the Keynesian argument that 
he price system under modern conditions is ineffective in dealing with 
hronic under-employment of resources. Inferentially, he does deny the 
i this idea, but a sharper and more specific treatment of this subject 


for 


he book contains virtually no empirical evidence to buttress the author’s 
generalizations about American business policy. Professor Griffin cannot be 
nsured too heavily for this omission, because there is a lamentable want 


verified and organized knowledge about the policies and actions of busi- 

executives under various conditions. The author might have been 

ed to make reference to such empirical studies as are available, and 

int to the opportunities for empirical research that his study revealed. 

4. The treatment of profit theory is confusing and ambiguous. “Profit” 
used—often in the same paragraph—to embrace a variety of components, 
it is difficult to know when the author uses the accounting concept of 

net income available for stockholders,” when he means the rate of interest, 
id When he refers to economic profit as a payment for aversion to bearing 


he value of the book would have been enhanced by more complete 
terences to other scholarly works. In many instances particular topics dealt 
ith by Professor Griffin have been treated with greater clarity or fullness in 
tier works by other writers. Thus, Beardsley Ruml developed admirably 
€ relation of business enterprise to personal freedom, and the rdle of busi- 
Néss aS a social institution, in his Tomorrow’s Business (1945); A. D. H. 
apian contributed a valuable discussion of the economic rdéle of new and 
= enterprises in his The Special Problems of Small Business (1948); 
1 M. G ‘roves made a penetrating analysis of the effects of federal taxes 

n business decisions and alternative plans of federal tax reform in his 
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Taxation and Economic Progress (1946). The reviewer was unable to find 
references to these and other significant works, and was left to wonder 
whether the author had examined them, and if so, why he had ignored o 
rejected them. 
H. Jacony 
University of California, 
Los Angeles 


The Proper Study of Mankind: an Inquiry into the Science of Human Re- 
lations. By Stuart Cuase. (New York: Harper. 1948. Pp. xx, 311, 
$3.00.) 


“When it was suggested by Donald Young of the Social Science Research 
Council and Charles Dollard of the Carnegie Corporation that I run a kind 
of chain and compass line across the whole front of the sciences devoted 
to human relations, I was immediately interested. It connected with a deep 
and fundamental quest for certainty which had troubled me for years.” 

Such, writes Stuart Chase, was the cue for his new book. And the major 
question to be asked? “How far has the study (of men) progressed in two 
hundred years?” 

“It called for an answer on a scale that the intelligent layman could 
grasp. The answer must get the subject into clear perspective and reasonable 
proportion, and it must not deal exclusively in high abstractions. It must 
offer concrete evidence to illustrate what has been done in the various fields 
of social science, and point out what gaps need to be filled.” 

Mr. Chase sets about his task with energetic vigor. And he has succeeded 
in writing an interesting and useful book. As will be remembered from 
such earlier works as The Tragedy of Waste, Rich Land—Poor Land, and 
Idle Money—lIdle Men, Stuart Chase is a reformer who is basically optimistic 
about our capacity to solve our own problems, once we have defined them. 
He places his principal faith in “science” and the “scientific method” and 
gives no indication that he is troubled by the crumbling of spiritual founda- 
tions in modern life. 

The Proper Study of Mankind is primarily concerned with providing an 
over-all impression of the current status and future prospects of the sciences 
concerned with group behavior—particularly cultural anthropology, social 
psychology and sociology. These new sciences are having a substantial vogue 
at the moment and, if I may indulge a critical streak, I would say that along 
with a number of others Stuart Chase is over-impressed with their scientific 
character and accomplishments compared to the disciplines of history, gov- 
ernment, and economics. Not that I personally quarrel with many of his 
strictures against “Ricardian economics,” but it seems hard to endorse the 
statement that “of all the social sciences, economics, along with political 
science, has the weakest theory structure.” It is weak, no doubt, in its lack 
of verification, but is it weaker than the theory of group behavior? ; 

I also wish it were possible to encourage careful observational and exper 
mental studies designed to test hypotheses and to create an additive science 
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an and still recognize that the most original and arresting hypotheses 


“hase feels “very important” between two wings of social science. “Far 
vt on one side are the personal speculations of great men like Aristotle, 
Hahbs. Marx, and others not so great. Nobody knows whether what they 
. ‘s true or not. Far out on the other side are the plodding note-takers in 


-linic. Congo village and laboratory, putting down what they see and hear. 


e- They are accumulating a solid core of truths. . . . Is Toynbee writing history 
l, or theology? Is the capitalist system mature? Listening to this constant buzz 

aring up the ventilators of practically any department of social science, one 
ch lenly realizes that the senators (debating the National Science Founda- 
nd had a reason for being confused. They had not analyzed the social 


es to find the distinction between the scientific method and mere 
ulation. If they had done so, they might have been willing to subsidize 
cts like selecting pilots, but not The Decline of the West or Das Kapital.” 
regret that Mr. Chase finds it significant to labor this distinction. What 
ms crucial is that we should establish a continuum between theoretical 
peculation and “plodding note-taking,” both being essential elements in any 
ogress we may make toward understanding man. 

it so much for criticism. What does Mr. Chase find in his survey of 
ificant work now going on in the social sciences? This represents the 
n body of the book and is difficult to review because so much ground 
s covered. What he reports, after an extensive but inevitably spotty survey 
ed f research in progress, is that “the study of mankind” is showing healthy 


ym of new development and already has much to be proud of. 

nd There is a chapter, for example, called “Revolt in the Desert,” describing 
tic the work of a group of social scientists who “left their laboratories, clinics and 
m rk to make a study in a community boiling with frustration and 
nd the Japanese-American camp in Poston, Arizona. 


In “Darkest Middletown” Chase reviews a series of sociological com- 
munity studies from the Lynd’s pioneering work to Lloyd Warner’s Yankee 
City. Elton Mayo’s Hawthorne experiments at Western Electric are given 
high praise, as also the work of Elmo Roper in polling public opinion. 
Honorable mention goes to Yale’s Institute of Human Relations for its work 
n learning theory; to Arnold Gesell’s Clinic of Child Development, also at 
“ Yale; and to the M.I.T. Research Center for Group Dynamics (now at 
fic Michigan) for its work on communications. 
Economic research is given shorter shrift. But Colin Clark’s “analysis of 
ilits in occupations,” “the definitive work of Berle and Means on the modern 
he poration” and studies of the Gross National Product are specifically and 
” ‘avorably mentioned. As general advice to economists, Mr. Chase urges 
€ testing of theories and the development of team work with other social 
science disciplines. 
Curiously enough, considering the title of the book, there is very little 
a ‘elerence made to the work being done by psychiatrists and others on the 


, ., tect mav come from people who take a more philosophical approach. 
ne consequently, I am troubled by the implications of the distinction that 
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study of personality. I would think myself that the analysis of the individual 
should go hand in hand with studies of group behavior in progressing toward 
a “science of man.” 

Perhaps Mr. Chase’s most important contribution is to stand up publicly 
before a large lay audience and say, in effect: “Although the social sciences 
are still groping, they already have made important contributions to the 
solution of practical problems. And for those of you who are doubtful, here 
specifically are some of the things they have done. Do you not agree that this 
is an impressive beginning and that we should take heart from the progress 
being made in forging new social engineering tools?” 

W. Rupert MActavrin 

Massachusetts Institute of Technology 


Economic History; National Economies 


British Economy of the Nineteenth Century. By W. W. Rostow. (Oxiord: 
Clarendon Press. New York: Oxford Univ. Press. 1948. Pp. 240. 15s. 
$4.00.) 


Professor Rostow has given us in this volume a stimulating and lucid 
group of essays which impinge on many aspects of theory and history. They 
are bound together by their concentration on Britain’s economy from 1790 
to 1914—a period which, the author suggests, lends itself to unified study— 
and by their concern with combining the disciplines of economic theory and 
history. The author expresses the hope that a study of the nineteenth century 
economy will be useful in that it appears possible that “the era of planning 
which confronts us will, in the end, attach a greater premium to the tools oi 
classical economics, and their recent extensions, than the pathological inter- 
war years” (p. 2). 

The first four chapters contain analyses of various movements in the an 
British economy. This survey opens with a most interesting contribution to 
the study of long waves. Rostow’s principal concern is with the various 
trend movements in real wages which may be detected during the course oi 
the century. Emphasis is laid on the “shifting balance between productive : 
and unproductive outlays; and among types of productive outlays with dif- tio} 
fering yields and differing periods of gestation” (p. 12). This is a most in- 
teresting concern with the dual effect of investment in creating income and 
in creating productive capacity; and the author pursues his theme with a rev 
deft manipulation of highly relevant statistics. Yet it cannot be said that he 
is wholly successful. We should need more detailed knowledge of the varia- of 
tions in the lengths of the gestation periods of different investment undertak- 
ings; and in view of the composition of the index of real wages used here, 
we may perhaps query the closeness of the connection envisaged between 
the cheapening of industrial products and the rise of real wages. In particular, tra 
we may ask whether a more important place ought not to be given to the 
terms of trade. But while we pose these questions, we should remember how 
brief is Rostow’s treatment and how remarkably rich it already is. 

Chapter II draws our attention to cyclical movements. Pointing to the 
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existence of minor cycles interspersed between the major, especially in the 
ect half of the century, Rostow notes the predominance of consumption 
oe in British exports during this period and dilates on the possibility of 
a inventory cycle in foreign trade. Then, after a brief review of the data 
amplitude of the nineteenth century cycles, he gives a few skilful 
pages on four factors involved in them: the cyclical behaviour of British 
harvests, commodity prices, long-term investment, and the Bank of England. 
\n adequate assessment of the significance of these forces would require 
‘heir being set in the larger perspective of a more rounded examination of 
these cycles, and it is to be hoped that the author will one day do this for 
ys, Within its present scope, however, his analysis might be improved by an 
ymination of the interconnections of the forces with which he deals. Might 
jot harvests, for instance, have something to do, through their effects on 
we costs, with the behaviour of commodity prices? 

\fter these general pictures of the century as a whole we have two 
essays on aspects of the “Great Depression” in the second half of the century. 
Professor Rostow contests the view that this was a depression period, and 

marks on the high average level of employment. His explanation of the 

nts of the period turns on the growing foreign competition which was 
ing the British economy; and on the disposition of investors to seek 
rather than foreign outlets for their funds—a reversal of their 

in the previous few decades. The second essay on the “Great De- 

” treats of the movements of real wages between 1873 and 1886. 
ing a smaller field to cover than in the opening essay, the author is able 
0 deploy his arguments in greater detail and we get some idea of the fullness 

the analysis which would appear in an expanded version of Chapter I. 
\ rise in real wages is related not only to the characteristics of investment 
the same period, but also to long-term investment in a previous period; 
| “an element in the increase of real wages was the favourable trend of 

terms of Britain’s foreign trade” (p. 100). The chapter closes with a 
’ pages on income distribution; and the appendix (pp. 226-35), criticizing 
Kalecki’s theory of distribution, should be read in conjunction with them. 
From cyclical analysis we turn to two chapters on the complex interrela- 

between economics and politics. Rostow’s primary concern here is to 

the close connection between legislation and current economic events, 

we might suggest that the order in which the chapters appear to be 
reversed. The second gives a skilfully balanced disquisition on the inter- 
‘ay of economic, political and social forces, while the first is in the nature 
' a more detailed essay on what may be done with a part of the framework 
sketched in the second. 
_The volume closes with two contributions to the history of economic 
thought the impact of the “Great Depression” on theory, and Bagehot’s 
‘rade cycle analysis—; and, finally, a detailed and adroit survey of the years 


874-1879 


In sum, it is a rewarding book, richly deserving attention. 


A. D. Knox 


The London School of Economics 
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Japan's Economy in War and Reconstruction. By Jerome B, Couen. (Min. 
neapolis: University of Minnesota Press. 1949. Pp. xix, 545. $7.50.) 


. This comprehensive study of Japan’s economy from the early 1930’; 
through 1948 is an outstanding contribution. Until now, despite the Mag- 
nitude of the American war effort against Japan and our maintenance since 
her surrender of an occupation accompanied by large expenditures for relies 
and economic rehabilitation, American economists have published remarkably 
little analysis of the country that was our Pacific enemy in World War I] 
The principal published materials available heretofore have been, first, the 
prewar study of Mrs. Elizabeth Schumpeter and her associates, and, second, 
the extensive postwar reports of the U.S. Strategic Bombing Survey, which 
remain the greatest single body of material on wartime Japan readily ayail- 
able to American scholars unfamiliar with Japanese sources. Professor Cohen, 
an economist who was a Navy Japanese-language officer during the war and 
a member of the Bombing Survey, has studied the material produced by the 
Survey and a vast array of other documents, both American and Japanese. 
This book is the highly successful result. 

Commencing with a chapter on the decade-long preparations before 1941, 
Professor Cohen proceeds to portray in detail the anatomy and pathology of 
Japan’s war economy and concludes with a chapter on the major economic 
features of the occupation. Many more words will surely be written about 
the occupation, but this study of the war period is not likely to be super- 
seded very soon. His Chapter II, “War Years—Overview,” is a valuable sum- 
mary. 

Japan’s defeat is shown in this book to have resulted primarily from the 
paralysis of her economy through Allied blockade. With about six million 
gross tons of shipping (steel ships of over 500 tons) on December 7, 1941, 
plus over four million tons built or captured during the war, Japan had only 
about half a million tons in operation on August 15, 1945. Japan’s island 
economy, dependent upon large imports of food, petroleum, and industrial 
raw materials, could not have functioned much beyond the actual date of 
surrender even if no American bombs had fallen on Japan. The effects o/ 
Allied attacks on Japanese shipping appear to have been seriously under- 
estimated by both Japanese and American leaders. It was not until after the 
loss of Guadalcanal that a full-scale Japanese ship-building program was 
undertaken, although considerable effort went into the expansion of facilities 
for processing raw materials that the Japanese hoped to import from the 
conquered areas. On the American side, the damage done to Japan by block- 
ade was so incompletely understood that planes were sent over Japan from 
great distances and at great expense to drop bombs on steel and aluminum 
plants and oil refineries already idle from lack of imported raw materia. 
One is tempted to speculate about the probable course of the war—and 
even of the occupation—had the importance of blockade been fully appre 
ciated from the start. Professor Cohen shows that factors other than ship 
losses had relatively little effect on the approach of economic collapse. He 
believes that Allied bombing played a large réle in persuading Japanes 
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to “recognize the facts,” but he does not attempt a complete evalua- 
~ of all the non-economic factors that led to the political decision to admit 
‘imminence of defeat and offer to surrender. 
It was not until the end of 1942 that Japan’s leaders realized her predica- 
it, and only then were plans made for all-out economic mobilization. The 
in raw material imports came in 1943. The output of finished munitions 
ther end-products reached a maximum in 1944, when gross national 
iuct also reached its highest level. Professor Cohen finds that the strenuous 
f 1943 and 1944 yielded creditable results, considering Japan’s basic 
ns, But there was no escape. Within the narrowing limits of her free- 
‘action, Japan faced the problems of priorities, allocations, prices, la- 
r. finance, and the many other aspects of economic management in modern 
var. Professor Cohen discusses them at length and shows that the Japanese 
bungled the job in various respects. 
No single, cohesive group controlled the Japanese government and bureauc- 
racy or, consequently, economic mobilization. The Army, Navy, and big 
usiness struggled for power, and no group won a clear and decisive victory 
yefure they all went down in defeat. No basic raw material was completely 
ibject to the ultimate allocating control of any single person or group. In 
ises the Army took what it could, the Navy did likewise, and the 
civilian economy did without, to a point where productive efficiency was very 
w. When civilian authorities handled allocations, as in the case of certain 
non-ferrous metal supplies, “The Army and the Navy each made totally 
arbitrary demands and refused to furnish even the Government, to say 
nothing of the control association, with any details of the use to which alloca- 
were put” (p. 64). By a short-sighted draft policy, by lack of adequate 
training programs in industry, and by other means, the Japanese produced 


an acute manpower problem; plants had many workers but little skill and 
ttle output. 

This book contains certain errors and inconsistencies, mostly small and of 
minor significance. One weakness is that, despite a long and very useful 


is at times hard to locate information in the book, which appears to 
irganized and written as much for consecutive reading as for reference 
purposes. Also the charts, placed together at the end and not very attractively 
reproduced, are much less useful than they could be. Such minor limitations 
0 not seriously detract from this major work. 
WarREN S. HUNSBERGER 


( he y hase, Md. 
The Allied Occupation of Japan. By Epw1n M. Martin. Published under the 
ices of the American Institute of Pacific Relations. (Stanford: 
staniord University Press. 1948. Pp. xiv, 155. $3.00.) 
Occur 


pation policy in the former enemy countries deserves careful study 
y economists. This relates not only to the economic outcome in Japan and 
vermany, which will obviously affect competition, stability, and economic 


development 


t in many parts of the world. There is, in addition, a professional 
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opportunity here to observe in high relief the tendencies, provincialisms, and 
internal conflicts of our own economic thinking. 

The present volume is one of a series on postwar Japan sponsored by the 
Institute of Pacific Relations.* Mr. Martin’s book is concerned chiefly with 
policy, and is only secondarily concerned with the successes and failures of 
the Occupation to date. Roughly half the text deals with specifically economic 
issues, the remainder being concerned with matters of administration, 
demilitarization, democratization and social reform. Each section leads off 
with citation of the relevant passages from the basic Occupation documents. 
which are provided in full in handy appendices. 

It is a conspicuous and rare excellence of this book that it maintains a 
comprehensive and balanced treatment oi a highly controversial subject. 
Credit should go to Mr. Martin’s own flexibility of mind, as well as to his 
intimate knowledge of the issues (he was formerly Chief of Occupied Area 
Economic Affairs in the Department of State). Especially notable is his 
judicious treatment of the complex reparations issue, underlining the dilemmas 
which have been inherent in this issue from the beginning, and recounting 
the protracted negotiations. This discussion helps to explain the recent U.S. 
declaration terminating Japanese reparations, a declaration which was treated 
by the press as simply astounding. 

This book’s coverage extends only to the end of 1947. This span permits 
Mr. Martin to present the various aspects, interests, and considerations, and 
to hold them in solution, as it were; whereas after mid-1948, the pressure of 
events precipitated the elements out of solution, deposited them in patterns 
of sharp contrasts, and forced the Occupation authorities to make selections 
and rejections which have evoked storms of protest.? It is testimony to 
Mr. Martin’s insight that he discusses in one connection or another most 
of the issues which have since come to a head, including not only reparations 
payments versus termination, but also: the deconcentration program (espe- 
cially in the version of attacking bigness as such), versus the encouragement 
of industrial operations; the encouragement and even license previously 
accorded to labor, versus efforts to restrict certain strikes, maintain wage- 
ceilings, and reduce overstaffing; demands for budget-balancing and corre- 
sponding “austerity,” versus measures to stimulate the revival of production 
and versus desires to raise levels of living (especially as an encouragement 
to democratization); insistence upon tighter government controls (espe- 
cially over allocations) and upon new forms of SCAP intervention, versus 
desire for rapid decontrol and the original policy of giving the Japanese 
government primary responsibility for the Japanese economy. . 

Most of the actions recently taken on these issues are designed to rehabili- 


* Other volumes already published in this series are: Harold Wakefield, New Paths for 
Japan; T. A. Bisson, Prospects for Democracy in Japan; Jerome B. Cohen, Japan's 
Economy in War and Reconstruction. 

* Mr. Bisson’s book, mentioned above, is an outstanding example of such protest in the 
same IPR series. Among Asiatic spokesmen, the Chinese communists on the one hand, and 
General Carlos Romulo of the Philippines on the other hand, have been particularly 
vehement. 
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the Japanese economy , but they operate, to some extent at least, at the 
xpense of social reform and associated objectives of SCAP and of American 
‘deology in general. It is becoming increasingly clear that the Occupation of 
Japan faces not only the ordinary problems of rehabilitating a devastated 
country, torn between lagging production and tugging inflation; but also is 
struggling to do this job on American principles which are not always con- 
sistent with each other, let alone consistent with Oriental traditions. Further- 
more, these principles, developed for our own advanced economic situation, 
tend to overlook the needs of an industrialization which has been suspended 
‘) mid-course, and which calls for further industrial expansion to relieve 
agrarian pressure, requires a certain concentration of income-flow or other 
devices of forced saving and capital formation, looks for enlargement of 
foreign trade, and still depends upon low production costs (including perhaps 
labor costs relative to Western competitors). 

The actual outcome of all these contradictory pressures is still in process, on 
both the ideological and the operational levels. This should provide a fas- 
cinating subject for a follow-up study of the Occupation in its later stages. 
EDWIN P. REUBENS 


Cornell University 


La Planification en Tchécoslovaquie (Le Plan biennal). By Guy BRAIBANT. 
(Paris: Armand Colin. 1948. Pp. 160.) 

This study appears as one of the Cahiers de la Fondation Nationale des 
Sciences Politiques, a semigovernmental institution aiding research in the 
social sciences. Written by a young French economist, it describes the genesis, 
contents, methods and results of Czechoslovakia’s two-year plan, carried out 
between 1946 and 1948. Although the plan is now a matter of history, having 
been superseded by the far more ambitious and revolutionizing five-year 
plan, it deserves much more study than it has received up to now. There are 
plenty of all kinds of plans abroad, but none representing comprehensive 
and specific planning for a country already having achieved a high degree of 
technological development, industrialization, and dependence on foreign trade, 
such as Czechoslovakia. The study is well organized, adequately anchored in 
theoretical concepts and contains a fair amount of statistical material. 

Its weakness lies in somewhat onesided reliance on official data, which 
leads the author to emphasize the successes of the plan without much 
relerence to its failures, e.g., in the building industry. The same source ma- 
terial is probably responsible for the statement that the Czech economy from 
1918 to 1945 was in a colonial state of dependence on foreign capital, whereas 
in reality it was even exporting capital during at least part of that period. 
It would certainly be difficult to prove that the leading banking concern, that 
f Zivnostenska banka, which virtually controlled Czech industry, was a tool 

f foreign capital. Aside from a few mistakes of this kind, the study should 
Prove useful to all students of modern planning. 

FRANK MUNK 
Reed College 
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Land in California. By W. W. Rostnson. (Berkeley: University of Califorma 
Press. 1948. Pp. xiii, 291. $4.00.) 
Gold is the Cornerstone. By JouN W. Caucuey. (Berkeley; University of 
California Press, 1948, Pp. xvi, 321. $4.00.) 


The economic development of California, with many unique features dis- 
tinguishing it from the general pattern of development of the national economy 
has seldom been singled out for specific analysis. Economic history texts give 
only brief mention, and general histories of the state treat economic develop- 
ment in incidental fashion. Much of the best work in the past has been found 
in specialized studies such as the Stanford University Press series on trans- 
portation,’ and descriptions of certain periods, of which R. L. Underhill’s 
From Cowhides to Golden Fleece, based upon the papers of Thomas 0. 
Larkin, American Consul in Monterey, is one of the outstanding. Thus, of 
particular interest is a new series published by the University of California 
Press in commemoration of the state’s centennial, entitled Chronicles of Cali- 
fornia, designed to present a survey of all phases of development of the state. 

The two volumes thus far available in the series which relate to economic 
aspects deal, respectively, with problems of land ownership and the direct 
significance of the gold discoveries. The author of Land in California, W. W. 
Robinson, has long been affiliated with the title insurance business in the 
state. The volume presents a comprehensive survey of the questions of land 
titles and land ownership from the period of earliest Spanish settlement down 
to the present time. The origins of the Spanish and Mexican grants are ex- 
plained in detail; at least a third of the book is concerned with the situation 
prior to the American conquest. In contrast, relatively little space is allocated 
to the problems of American treatment of the earlier grants, and inequities 
involved in this treatment are minimized, in contrast to the attitude of many 
other writers. The problem has always been controversial, primarily because 
the actual breakup of the ranchos, caused to a large extent by the methods 
of handling claims, facilitated development of the state, though it involved fail- 
ure to keep in good faith the provisions of the Treaty of Guadeloupe Hidalgo. 
Latter sections of the book are concerned with problems of railroad land 
grants, the almost unknown effects of the federal land-script laws, the develop- 
ment of title insurance (an almost universal practice in the state), and related 
questions, In general, Robinson emphasizes the more technical aspects relat- 
ing to land ownership and distribution of land, and devotes less attention to 
socio-economic effects of various policies and occurrences, although the latter 
are not completely neglected. The effects on the economy of the Spanish-Mexi- 
can land grants and their treatment under American rule, for example, are 
developed much more adequately in R. G. Cleland’s excellent study, Cattle 
on a Thousand Hilis.2 In addition to the land grant question, other contro- 
versial issues—large-scale land ownership in the last seventy-five years, the 


* Particularly, O. O. Winther, Via Western Express and Stagecoach (1945) ; Jerry 
MacMullen, Paddle-Wheel Days in California (1944); and Gilbert H. Kneiss, Bonanso 
Railroads (rev. ed., 1947). 


* Stanford, Stanford University Press, 1939. 
*San Marino, Huntington Library, 1941. 
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n of title insurance, and the tidelands problem—are treated far more 


questio 

briefly than is warranted by their importance. In general, however, the volume 
provides a good background for an understanding of land use problems in the 
state. 


1. W. Caughey’s Gold Is the Cornerstone is in a sense disappointing, be- 
cause the treatment of the significance of the gold discoveries for the develop- 
ment of the state is far less detailed and complete than is suggested by the title. 
The book contains very little material not already easily available, but it does 
present a good and highly readable summary of the general picture of the gold 
discoveries and their immediate consequences for the state. Unfortunately, a 
third of the book is devoted to a description of the routes by which gold 
seekers reached the West Coast—a subject which is not very productive for an 
understanding of the development of the state. The effects of the mining 
developments upon population, industrial, and agricultural growth are noted, 
but only briefly, and in summary fashion. Likewise, technical aspects of min- 
ing and mine organization beyond the earliest period are scarcely touched 
upon, in contrast to the excellent analysis in Rodman W. Paul’s California 
Gold.* 

JouHN F, DUE 

University of Illinois 


‘Cambridge, Harvard University Press, 1947. 


Statistics and Econometrics 


Historical Statistics of the United States, 1789-1945—-A Supplement to the 
Statistical Abstract of the United States. Prepared by the Bureau of the 
Census with the cooperation of the Social Science Research Council. 
(Washington: Supt. Docs. 1949. Pp. viii, 363. $2.50.) 

This new publication of the Bureau of the Census, hereinafter referred to for 
brevity as the Sourcebook, is submitted to members of the economics pro- 
fession, especially economic historians, in partial fulfillment of a long-felt 
need for more readily accessible and more adequately described historical time- 
series. It will serve both as an aid to basic research and as a handy reference 
volume for analysts of current economic developments, teachers, students 
and others who frequently need historical statistics in their daily work. Every- 
one who has spent frustrating hours searching for an elusive figure, source, or 
adequate description of data will welcome the effort which has been expended 
to lighten this burden as well as that which, more importantly perhaps, is 
envisaged for the future. 

Users of the present volume will note numerous shortcomings in coverage, 
description, and format. This has been anticipated by the editors, who state 
in the introduction that this edition is to be regarded as a working manuscript 
rather than a final product. “As such, it establishes a pattern and provides a 
preliminary selection of materials. Gaps and weaknesses are thereby disclosed 
and problems crystallized. On the basis of the experience thus gained, and 
the suggestions and criticisms of users of this edition, the process of revision 
will make possible a more useful future edition.” 
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Coverage has been determined partly by the conception of purpose and 
partly by budgetary limitations. The basic premises for data selection as 
initially drafted (see Appendix II) contained a twofold statement of aim: (1) 
“To provide a convenient source of reference for technicians who need infor. 
mation outside their immediate field of specialization . . .”; (2) “To provide 
more intensive students with a summary guide to the more important time. 
series data available ve and [with] the principal qualifications as to interrela- 
tionships of such series. Also, it should provide specific indications of the 
sources. . . .” To meet these criteria within the arbitrarily selected limit of 
3000 series it was further held essential, so far as feasible, to confine the 
presentation of data to those for the continental United States as a whole: to 
present only annual or census-period data beginning no later than 1920 and 
covering at least 20 years; to include only series which are of major im- 
portance in each field, avoiding cross-classification and sub-classification: and 
to present absolute rather than derived or adjusted data. These standards 
were not intended to be, and have not been, rigidly adhered to. None the less, 
allowing for an appropriate amount of flexibility and for the compromise of 
initial ideals in the face of practical difficulties, they define the broad character 
of the volume and explain the omission of much detail. 

Analysts of business fluctuations will find their need for monthly and 
quarterly statistics briefly recognized in Appendix I, which presents 30 such 
series selected by the National Bureau of Economic Research. The series 
were chosen, as no doubt they should have been, for their representativeness 
and are, for the most part, familiar and accessible. Their assemblage as a 
compact unit, together with careful descriptions and source references, is un- 
doubtedly a service but this appendix must be regarded as a statistical aperitif, 
to whet the appetite, rather than a major contribution to the cause of business 
cycle analysis. Researchers in this field will, nevertheless, find the volume 
useful. Many of the 3000 annual series are available elsewhere in monthly or 
quarterly form, and the descriptive texts accompanying the annual data can 
be extremely useful as guides to sources and aids in interpretation. They 
would have been even more useful for this purpose if information concerning 
the existence and time-coverage of parallel monthly and quarterly data had 
been systematically provided. 

Budgetary limitations confined selection of annual and census-period series 
primarily to data readily available in federal agencies and a few additional 
quarters. The Bureau of the Census was able to engage in little new research 
of its own, and the conditions of compilation made it impracticable to take 
full advantage of the research already performed by others. That this was so 
is unfortunate, but the decision to bring out the Sourcebook in immediately 
useful, though incomplete, form was undoubtedly wise. Some of the data in- 
cluded were already available in more detail in special-purpose publications, 
such as the National Income Supplement (Dept. of Commerce), 4 gricultural 
Statistics (Dept. of Agriculture), and Banking and Monetary Statistics (Fed- 
eral Reserve). These have been extended or supplemented with data from less 
accessible sources. 
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The scope of the Sourcebook as it stands can best be pictured by comparing 

‘he Statistical Abstract, which it is designed to supplement. Whereas 

48 edition of the Abstract contains 32 topical chapters, excluding appen- 

the Sourcebook contains only 14. The subjects of four chapters in the 

\ ‘ract have been omitted entirely—Crime, Climate, and Territorial Com- 
presumably because of the low priority of their claims to space, and 

Security because of the recency of the data. Material in four other 
chapters has been covered only incidentally. References to scattered series 
appearing in the Abstract under Education, Communications, Military and 
‘oeran Afiairs, and Distribution will be found in the subject index of the 

urcebook but these topics have not been treated in any systematic way. 
Owing to greater consolidation, the subject coverage of the Sourcebook’s 14 
hapters is closely similar to that of the Abstract’s other 24, but much of the 
vter’s refinement of detail, especially regional and non-time-series data, 
has been sacrificed to gain historical depth. 

The editors suggest that it would be desirable to include in a future edition 

ditional selections of the less readily available series, more “lapsed” series, 

| series in additional but unnamed fields. Some of the omitted or sketchily 
treated topics mentioned above are promising candidates for future expansion 

f the subject coverage. Indeed, it is not immediately apparent why social 
security data were not included in the present edition by way of exception to 
the general time-coverage rule. The revised Department of Commerce series 

n National Income and Gross National Product have been included, for 
example, even though they run back only to 1929. Nor is it clear, in view of 
their relevance and ready availability, why the census figures on school at- 
tendance, some of which run back to 1870, and various series compiled by the 
Office of Education, were omitted. They would have fitted well into the chapter 

mn Government. 

On the credit side, one may record two instances of bringing inaccessible 

‘ies within easy reach. One is in the chapter on Wealth and Income, which 
rings together from obscure sources several estimates of national wealth and 
its components, including the contemporary estimates of Blodgett for 1807 

earlier years. The descriptions of the data are adequate to warn the 
nary interpreter and to guide the careful student along fruitful paths. The 
second noteworthy contribution is in the chapter on Balance of Payments and 
Foreign Trade. Here are reproduced in summary form the pioneering estimates 

' Bullock, Williams, and Tucker hitherto available only, to this reviewer’s 
knowledge, in the scarce 1919 issues of the Review of Economic Statistics. 
\gain the descriptions have been prepared with care. The assemblage of less 
well-known data from multifarious or scarce sources into compact tables has 
occurred in other cases too numerous to identify and is one of the Sourcebook’s 
most useful contributions. 

The descriptive notes comprise nearly a third of the volume’s bulk (the plan 
called ior a higher ratio of text) and are designed to be as important a contri- 
jution as the statistics. For the most part this aim has been achieved, in some 
‘ases with notable success. The quality is uneven, however. The Census 
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Bureau was unable, or did not attempt, to hold its cooperators—mostly other 
government agencies—to rigid standards. The result is a lack of consistency 
precision, and clarity in the selection and treatment of information to aid Users 
of the statistics. At a minimum, users should expect to find (1) a precise state. 
ment of source; (2) unambiguous definitions of terms; (3) an indication of 
reliability (which might be satisfied by a statement of the compiler’s degree of 
confidence in the data but would ordinarily require elucidation of the basis on 
which estimates were prepared, of the nature of reporting systems for re- 
corded data, and of homogeneity and other characteristics affecting interpreta- 
tion); and (4) specific explanations of discontinuous changes in order of 
magnitude. Of these four requisites, only the first appears to have been fully 
satisfied. 

To mention a few deficiencies, value figures for mineral production are fre- 
quently presented without indicating the degree to which the materials had 
been processed up to the point of valuation, which varies from case to case: 
also, it is not always clear whether production figures for smelters and re- 
fineries include or exclude imported materials. The utility of several series 
running back to the 18th and early 19th centuries has been diminished by 
limiting the description of the early data to a citation of source only. If it is 
worth devoting a thousand words to describing the vagaries of the statistics 
of gold production since 1792, one is certainly entitled to have his curiosity 
satisfied concerning the basis for early estimates of bituminous coal produc- 
tion, and of raw cotton production for the precensus period, 1792-1838; or to 
receive a hint concerning the manner in which figures for the assets and 
liabilities of Colonial and State banks, 1774-1833, were compiled. Non- 
specialized users of medical school data will be grateful for textual comment 
concerning the dubious accuracy of pre-1900 figures and the reasons for 
certain sudden changes in magnitude. Users of other series may wish that 
this type of aid had been introduced more frequently. 

The format of the Sourcebook undoubtedly received careful attention. But 
what was the reason for placing the entire descriptive text at the beginning 
of each chapter instead of having the general and specific notes precede the 
particular groups and tables to which they refer? The present arrangement is 
less convenient and conducive to careless disregard of essential commentary. 
The cross-reference system linking text and tables is, on the other hand, 
excellent. 

A praiseworthy device of presentation is the Time-period Index, a conveni- 
ent tabulation which permits one to locate quickly every séries that stretches 
back to the 18th century, to the period 1800-1819, and so on to date. It was 
doubtless designed with the needs of economic historians in view. For the next 
edition, effort might be made to devise special purpose aids for other types 0! 
users. Series on prices, production, value, inventories, employment, wages, pay- 
rolls, productivity, etc. are scattered throughout the volume but the user 0! 
the subject index must refer to individual commodities or industries to deter- 
mine what is available in each case. A ready reference guide to series of these 
common functional types would be especially helpful. Other special interes's 
could be determined and catered to in a similar way. 
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In conclusion it is only fair to note that, although the Bureau of the 
Census carried the major financial and professional responsibility for producing 
she Sourcebook, it received assistance from a special committee of the Social 
Science Research Council and the Council’s Committee on Research in Eco- 
nomic History. Initially, in 1945, the American Economic and Statistical 
Associations were jointly interested and established an investigatory committee 
at the instigation of Dr. Frederic Dewhurst, the originator of the idea. The 
‘nterest of the two professional associations appears to have been transitory, 
nossibly for lack of funds to carry the project through to a suitable conclusion. 
Whatever the reason, it may be hoped that the appearance of the Sourcebook 
will be made the occasion for a revival of the professional societies’ interest. 
Many valuable brain-hours are wasted because of the horse-and-buggy tech- 
niques which still dominate the dissemination and processing of economic and 
ther social statistics. Lack of resources will be a continuing problem unless 
businessmen and the Congress can be persuaded to transfer to the social 
sciences some of their high regard for research in the natural sciences. The 
professional societies, however, should not dodge their responsibility for im- 
proving both the standards of quality and the accessibility of statistics. 
A special committee or group, devoting itself intensively to this task, could 
scarcely fail to produce impressive results, especially in the field of nonstand- 
ardized monthly and quarterly series. Progress in measurement is not a suffi- 
cient condition for further rapid progress in the social sciences but it is a 


step in the right direction. Its value will be still greater if those whom it is 
designed to serve are alive to the needs and potentialities which it suggests. 
CHANDLER MORSE 


Economic Systems; Planning and Reform; Cooperation 


Guideposts in Time of Change. By Joun M. Crarx. (New York: Harper. 
1949. Pp. x, 210. $3.00.) 

Works of John Maurice Clark are “must” reading for those in search of 
guidance on basic social problems of our age. Guideposts in Time of Change 
is no exception. Here again we find the results of the rare combination of high 
technical competence, wide learning in many fields of social study, and wisdom 
which have placed Professor Clark in the first rank of social scientists. And, 
thanks to the author’s pains with clear, nontechnical exposition, the book 
urnishes to policy makers, editors, and general readers a masterly treatment 
of fundamental problems that is both comprehensible and succinct. 

The book consists of a series of lectures given at Amherst College on the 
Merrill Foundation in the winter of 1947-48. It is complementary to the 
author’s Cook lectures at the University of Michigan published a year earlier 
under the title Alternative to Serfdom. It is not a rehash of the materials in 
the previous volume, although much of the discussion is in the same general 
area of problems of institutional change and balance between freedom and 


anth . ° 
authority. Many subjects treated here were not discussed in the earlier 
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volume, and vice versa. The opening chapters on the totalitarian threat to 
free societies give to this volume a somewhat different orientation. The new 
book devotes more attention to the problem of economic instability, and also 
carries much farther the explorations into certain problems, such as the rela. 
tion of wages to total employment and production. Even where there is some 
duplication with the earlier volume, this book contains new insights and reflec. 
tions that will repay careful perusal. 

The seven chapters of the book seem to fall into four parts, linked together 
but not closely articulated. The first two chapters diagnose the nature of the 
totalitarian threat and give a prescription for meeting it. Setting our own house 
in order is a first imperative. Accordingly, Chapter III is devoted to an exami- 
nation and clarification of the objectives of a free society in the present age, 
with special reference to American values. Maintenance of adequate job 
opportunities being a critical problem, attention is given to the key factors— 
spending, prices, and wages—in three chapters that make up about half the 
book. Here the author formulates a theory of wages “which might afford a basis 
for an economically sound wage policy” for the guidance of union leaders, 
managements, mediators, and arbitrators. The last chapter, bearing the arrest- 
ing title “Changing Balances: Uncommon Requirements for the Common 
Man,” discusses the balance of motives and forces in collective bargaining 
and the chances of acceptance by business and labor leaders of social res- 
ponsibility, including adoption of a code of principles of wage determination. 
It then treats balances between “planning” and freedom, self-interest and 
collective motives, and ideas and action in a democracy. 

The book is packed with penetrating analysis, wise reflections, and challeng- 
ing explorations. A reviewer can single out for comment only those things which 
seem to him of special importance or interest. Other readers would give a 
different emphasis, but none will fail to find in this book a great deal that is 


significant and interesting. ower 

Clark considers the great danger to be totalitarianism as a threat to personal of ir 
freedom and democracy, not economic collectivism as a threat to private enter- puni 
prise. In his words, bette 


° Inst! 

We in this country are properly defending, not private enterprise as 1t !s - 
and it is not now fully “private’—but the right to develop and modify it ’ 
by evolutionary methods, or at least by free and democratic methods, into - 
something we hope will be more sound and satisfactory than the particular en 
stage which quasi-private enterprise has now reached, or, for that matter, of th 
any of the stages that have preceded it. All democratic forces are our nal- porta 
tural allies, including democratic socialists. Moscow has shown itself as to soi 
much their enemy as ours (p. 6). passa 


simp 


The author believes that totalitarianism wil! for some time be a grave threat 
to the continued existence of free societies, even apart from a shooting wat 
which he does not regard as inevitable. An aggressive Russian nationalism, long 
frustrated, and a revolutionary gospel offering universal salvation to individuals 
through absorption in a great common purpose, are implemented with dicia- 
torial command of great resources, a complete end-justifies-means “morality, 
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ana formidable set of conspiratorial techniques. This diagnosis convinced 
Pr vessor Clark two years ago that the Russian drive could not be contained 
hort of an alliance for collective self-defense, with resistance by individual 
~oyntries to any entering wedges of Soviet penetration, and adequate economic 
sid ‘rom the United States for rehabilitation of war-torn economies. He saw, 
h wever, that this would merely gain the free nations a breathing spell in which 
tackle the difficult problem of reaching a basis of understanding with 
Russia. During this “breather,” the free nations must put their own houses in 
rder and work toward the development of institutions and altered attitudes 
necessary to world peace. Russia must be convinced that her own best policy 
s to live and let live with the free nations, because those nations are too strong 
collapse or be captured and because their system is willing and able to live 
and let live with the Russian system. 

Here we have a penetrating and judicious treatment of the totalitarian threat 

ut in common-sense terms. The author’s hope, expressed in the preface, that 
these thoughts would be commonplaces by the time they appeared in print has 
been realized, at least in considerable part, with respect to economic aid and 
the defensive alliance. Unfortunately, the same cannot be said with regard to 
the need for strengthening our democracy and our economic system by frankly 
recognizing defects and making improvements. 
In Chapter III, Professor Clark presents, I think more clearly than before, 
his view of the basic problem of institutional development facing us in this 
transition era. The theme of history for many centuries has been, in his view, 
the quest for a balance between liberty and what he calls “a sense of belonging 
to something bigger than one’s self and the psychological and material security 
that goes with this.” In the four centuries from the beginnings of the Protestant 
Reformation to 1914 the dominant motif was liberty. For some centuries 
previously the authority and discipline of the Catholic Church had overshad- 
owed the movement toward liberty. The nineteenth century brought an excess 
of individual liberty, going beyond a healthy balance. Totalitarianism is now 
punishing us by upsetting things in the opposite direction. We must find a 
better balance. And this must be fashioned in part with or out of values and 
nstitutions which we have to accept because American values are what they 
are, or because anything else would be administratively impracticable, or 
simply because they represent changes that are historically irreversible. Thus 
‘€ must accept mass production and group power. We want the efficiencies 
of the former; and membership in labor unions or other groups fills an im- 
portant psychological need of the individual, giving him the sense of belonging 
‘o something bigger than himself and security from exploitation. The following 
passages summarize the rest of the author’s argument on this theme: 


What we have to evolve is a system that will be workable, starting with 
sreat corporate enterprises and labor unions, both possessing a great deal of 
power to protect themselves from competitive forces, and governmental 
agencies exercising increasing power over the outcome... . 

So the strategic fact of the inevitability of group power has led us to what 
seems the most basic economic principle of the present age and the visible 
luture. It is that the amount of freedom we can keep is limited and measured 
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by the degree of responsibility with which economic power is exercised and 
limitations upon it are voluntarily accepted. . . . 

Irresponsible use of economic power leads either to chaos or coercion. As] 
have said elsewhere, a state cannot surrender to chaos, but it may lose its 
liberal character in combating it. So the objective is to establish ways of 
acting which may relieve our government from facing this hard alterna. 
tive.... 

The aim is that organized groups, of capital, or labor, should have powers 
that can and will bé used for salutary reduction of insecurity, and that these 
should be supplemented by public action in the fields of social insurance 
and stabilization of employment, while the use of these powers to the twin 
ends of monopolistic exploitation and inflation should be kept to a minimum 
which the system can safely tolerate (pp. 62-63). 


We Americans also choose evolutionary change as preferable to abrupt revo- 
lution. This means working by trial and error and not pushing change faster 
than the system can adapt itself. Our present choice to maintain a system that 
is predominantly one of private enterprise does not mean that we want to keep 
it just as it is, which is in any case impossible since change is endless. It means 
rather that “we choose to let change come in the evolutionary way.” The 
author recognizes “genuine ground for the fear that the requirements of the 
modern world are inconsistent with those of a free society,” but declares 
emphatically that if we want freedom we can maintain the essentials of it. This 
will require voluntary restraint and social responsibility in the exercise of 
economic power, and the mutual confidence that can come only from recogni- 
tion by each group, and by the government, “tnat the other has a necessary 
job,” and “‘understanding of what it needs in order to do the job.” It will also 
require wise and effective leadership and the capacity of the people to respond 
to this. Much depends, too, on education, not only to give better knowledge of 
social problems and processes, but also to help in developing a better morality. 
On our chances of coming through the transition successfully the author's 
attitude seems to be one of restrained optimism, rather than despair or naive 
faith. 

The first of the three chapters on spending, prices, and wages is an excellent 
summary statement, clear and understandable by all, of what economists know 
about the problem of assuring sufficient, continuous spending to maintain full 
employment by one who has contributed much to our knowledge in this field 
Remarking at the outset that great advances in our knowledge of how to deal 
with this problem have made it “hard to say anything both new and true,” 
Clark does not here attempt to break much new ground, but presents instead a 
discriminating appraisal of the usefulness and workability of the principal 
fiscal and monetary tools hitherto discovered for dealing with the problem. 
Many may disagree with some individual judgments, e.g., the conclusion that 
serious credit restrictions are likely to be postponed until their result will be 
to precipitate an impending recession rather than to check a boom before it 
goes to unhealthy lengths. But few who give hard thought to these matters wi" 
be in sweeping disagreement with Professor Clark’s appraisals. 

Believing that a well-behaved system of prices and wages is a necessary 
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slement to the most efficacious fiscal and monetary instruments for pro- 
ting substained full employment, Clark devotes two chapters to the per- 
‘ng questions of what constitutes “good” and “bad ” behavior of prices 


» a short discussion of inflation, one conclusion is that there is probably 
ao harm in a slow, upward drift of prices averaging not more than two per cent 
ot vear, combined with short fluctuations that obscure the trend. Treatment 

oroblems of inflation, good as far as it goes, is disappointingly brief, 
especially since the institutional development of the present era stressed by the 
thor may contain a pronounced inflationary bias. Evidently he considered 
the question of the effects of downward price flexibility in depression worth 
the or ater part of the lecture period. 

Reductions in general prices and in particular prices, price decreases with 
and without wage cuts, reductions in margins above direct costs, changing rela- 
tions between prices of raw materials, factory prices, and consumer prices—all 
these are systematically examined from the standpoint of the effect on total 
employment and production. The author concludes that although the effects 
are important, we know little about them and “can learn comparatively little 
about them by traditional kinds of analysis, based on the law of supply and 
demand for single products.” His analysis, which again constitutes a concise 
summary of the present state of knowledge (or lack of it) on this problem, 
indicates why economists, evidently including Clark himself, are increasingly 
skeptical of the effectiveness of price flexibility in stabilizing employment and 
production. This is not a counsel of complete despair, however. He holds that 
the effects of some sorts of price reductions in facilitating private and public 
arrangements for stabilizing high-level demand can be predicted well enough 
(o justify their inclusion in a combined program. The price chapter does not 
levelop many principles of “good” price behavior but it will be valuable in 
keeping us on the right track and in avoiding fallacious proposals. 

In the chapter on collective bargaining and wages, on the other hand, 
Proiessor Clark’s principal concern is to formulate a set of principles of eco- 
nomically sound wage adjustments, following out explorations begun in 
Alternative to Serfdom and ideas suggested by Slichter, Dunlop, and others. 
Analysis of the question of economic limits on the level of wages leads him to 
these conclusions: (1) There is a prima facie case for maintenance of wages as 
: relatively stable proportion of national income. (2) Extreme increases or 
decreases in the general level of real wages would tend to reduce employment, 
jut there is a wide range between these extremes where the outcome is un- 
certain. Clark suggests as possible examples of the limits an increase of wages 
that would cut profits in half and a reduction of wages by one-third. (3) Within 
te Tange of uncertain effects, the tendency to give the benefit of the doubt to 
higher wages is sound, There may be no automatic corrective for wages that 
are a little too low, whereas industry can generally raise prices if wages go a 
ie too high. Here the author refers to his previous conclusion that an in- 
Tease In prices averaging not more than two per cent per year is not serious. 
but, he warns, it is not safe to resolve all disputes in favor of higher wages, 
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and we badly need to gain better understanding of this problem. (4) That 
wages tend to rise into the zone where further increase (above the increase in 
productivity) means reduced employment is strongly suggested by the 
apparent fact that union organization and politics are geared to an annual in- 
crease in wages larger than the annual increase in productivity in the system as 
a whole. (5) At present, economic factors play a small part in wage adjust- 
ments and “their relation to standards of economic correctness is tenuous and 
doubtful.” 

The above points both indicate the need for formulation and use of a set of 
economically sound principles of wage adjustments and lead to the following 
principles which the author sets out: (1) The average of wages in the whole 
economy should increase at the same rate as the average of productivity in- 
crease. (2) Consideration should be given to the question whether current 
profits in the industry and in the economy as a whole are more or less than 
customary and whether they constitute a fair and adequate share. (3) Wage 
rates in the various industries should rise over a period of years approximately 
as much as the average increase in man-hour productivity in the whole economy, 
so as to maintain related rates for related types of work, with larger increases 
only to correct inequities between trades and industries. Prices should decline 
in industries where the gain in productivity has been greater than average and 
should rise in those where it has been less than average, except in declining 
industries where demand will not support price increases. (4) Temporary 
wage premiums to attract labor to an expanding industry or to share extra- 
ordinary productivity gains should not exceed an amount that the average 
gain in productivity can make up in a few years. 

In the last chapter, Professor Clark examines the attitudes of management 
and labor and concludes that they are likely to become increasingly hospitable 
to the development of agreed codes for wage determination and other matters. 

The author’s analysis in developing his proposed code of wages will sug- 
gest many questions to economists and others. For example, is maintenance of 
the past proportionate division between wages and profits necessary in order 
to encourage sufficient capital investment for full employment? Or does main- 
tenance of full employment require larger proportionate consumption than in 
the past, and hence lower profits and a higher wage and salary income? The 
author seems to waver between these views. Again, what sort of criteria of fair 
profits would command general agreement and be economically sound? As a 
final example, can the economy function well if wages and prices are settled 
more or less separately? Clark is silent on the question whether collective 
bargaining should or should not in any way touch prices. 

Those who have struggled with questions of the sort taken up in these 
lectures will, however, regard this book as a notable step forward. And those 
who believe with the author that our mixed society can operate well only with 
voluntary acceptance and discharge of a considerable measure of social res- 
ponsibility by unions, businesses, associations, and other groups with economic 
power will hope that Professor Clark’s progress from the Social Control of 
Business through Guideposts in Time of Change will stimulate many others 
to work intensively on the crucial and challenging problems of developing codes 
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: e. not only for wages but for price and profit policies and investment 
etary policies. More economists should turn attention to this “empty 
oe” which is one of the emptiest and most important. Work of two kinds 
- yired: that which brings advances in our technical knowledge and that 
hich translates what we do know into practical codes. There is need and 
rtunity here for a variety of capacities and skiils that will supplement 
ay stimulate each other. To urge acceptance of social responsibility by 
ower groups is fruitless and footless unless principles for its exercise are 
being developed. 
DonaLp H. WALLACE 
Princeton University 


Freedom and the Administrative State. By JosEpH ROSENFARB. (New York 
and London: Harper. 1948. Pp. xiii, 274. $4.00.) 

Mr. Rosenfarb maintains “that a planned economy is inevitable in the 
light of the historical evolution of social forces, but that we do possess a 
collective choice whether to make the administrative state dictatorial or free 
and democratic” (p. 231). His book, therefore, is opposed to the prevailing 
trend of economic thinking which, under the adverse impression left by 
hortcomings in the war and postwar economies, identifies economic planning 
not merely with waste but also with despotism. The present reviewer, regard- 
himself as a member of the same opposition, appreciates the timeliness 

a book that takes issue with the contentions of the anti-planners. But in 
spite of a wealth of historical and sociological material, which Mr. Rosenfarb 

s with deep understanding to buttress his arguments, his book is not likely 
) convince the unconvinced. 

lhe reason for this poor prospect of success in argumentation is the direc- 
ton of Mr. Rosenfarb’s main interests, which are not those of an economist. 
He is a lawyer with rich administrative experience, and a student of history 
and sociology. Such a background is very valuable in dealing with the prob- 
ems of planning, but the primary approach to them ought to be from the 
angle of economics, because a clear view of the functions to be fulfilled must 
precede the designing of governmental machinery for their fulfillment. We 
are still struggling with the issue of how to fit the price mechanism into a 
panned economy. Therefore, we do not yet see with all the desirable clarity 
iow far a planning government, in its efforts to carry out the plan, can rely 
upon the initiative of the individuals (after having set the data to which 
individual s will react) and where a more direct exercise of regulatory powers 
vill be needed. Because Mr. Rosenfarb’s book does not bring any progress 
in this direction and gives only an inadequate picture of the results already 
achieved in the economist’s controversy on planning, his very intelligent 
“iscussion of organisational and functional problems of government will still 
be met by the critics with the question: Are the democratic procedures which 
the author recommends really compatible with the nature of economic plan- 
ning? To be sure no detailed blueprint of the economics of a planned system 

an he drawn up in advance, and insistence on an impossible degree of pre- 
sion in the “plan for planning” is a favorite but illegitimate weapon of the 
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anti-planners. But to blunt this weapon, the proposed economic system should 
be pictured as lucidly as it is possible at this stage of the debate, and all con- 
siderations of political methods should be integrated into that picture. 

Closely connected with the prevalence of political and sociological interests 
is a fault of the book which is at the same time the cause of one of its merits: 
Mr. Rosenfarb is trying to do too much on a very limited number of pages, 
His subjects range from the advantages of the British as compared with the 
American form of democracy to the réle of the family in primordial society 
and to the intricacies of the Taft-Hartley Act. This broad approach prevents 
the author from concentrating the force of his reasoning on the decisive 
points but also makes his book very stimulating for anyone interested in the 
interrelationships of sociology, political science and economics. 

Cart LANDAUER 
University of California, 
Berkeley 


Business Fluctuations; Prices 


Fluctuations in Income and Employment. By THomAs Witson. 3d ed. (New 
York and London: Pitman. 1948. Pp. x, 216. $4.00.) 

Business cycles are the focus of two related issues of method in economics: 
verbal versus mathematical expositions of theory and historical versus eco- 
nometric techniques of empirical investigation. Mr. Wilson’s book is divided 
equally between a review and synthesis of modern business cycle theory and a 
study of cyclical fluctuations in the United States from 1918 to 1937. His 
theoretical inquiry, Part I, is verbal rather than mathematical. His empirical 
study, Part II, is, in his words, “of a direct nature” and avoids “involved” 
econometric techniques. Mr. Wilson is, quite properly, too much interested 
in his subject matter to offer any extended defense of his methods; and he 
neither excludes other techniques nor claims finality for his conclusions. But 
since he uses the tools of his choice with the greatest skill, his book illustrates 
well both the merits and the limitations of non-mathematical techniques. The 
advantages, which Mr. Wilson exploits to the full, are flexibility and inclusive- 
ness in the explanation of historical events. The limitations, which even Mr. 
Wilson cannot escape, are the difficulties of tracing merely by inspection the 
chains of causation in a complex system. 

The theoretical half of the book should be a valuable text for students of 
business cycle theory. It begins with a clear and balanced summary of the 
“classical” “Keynesian” debate concerning effective demand. The exposition 
of the theory of interest rates is particularly helpful. The author brings equal 
illumination to the disputes surrounding the relation between consumption and 
the demand for investment goods. The high point of the three chapters on this 
subject is a brilliant refutation of the paradoxical conclusions Professor Hayek 
draws from the “Ricardo effect.” After an inconclusive discussion of the effects 
of changes in money wages and a skeptical evaluation of the importance 0! 
monetary forces, Mr. Wilson presents his own synthesis of trade cycle theory. 

The core of his theory is an accelerator-multiplier model of the cycle. Mr. 
Wilson is seeking a model with a self-generating cycle, but it is by no meats 
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war from the relationships he postulates that his model will reverse its direc- 
~ Because he avoids an exact formulation, he is not led to specify the lags 
‘nearities required to produce cycles from an accelerator-multiplier 
~. Moreover, since Mr. Wilson relies heavily on the acceleration princi- 
oughout the book, it is unfortunate that he perpetuates the error of 
» investment demand to changes in the output of consumption goods 
after all, the production of investment goods also requires investment 
is, Defects in Mr. Wilson’s theoretical model are not serious because the 
of his approach permits him to depart from it freely. A large 
-oportion of investment he attributes not to current changes in output but to 
technical progress. And for both turning-points, he lists ten alternative 
I theses. 
“Part II is an excellent brief history of United States business fluctuations 
between the wars. The author has an enviable prose style, and he is a master 
f the diffic ult art of making statistical material readable. Possibly because he 
viev erican trade cycles from overseas, Mr. Wilson is able to appraise gov- 
rnment economic policy with a detachment and balance of which few Ameri- 
an economists are capable. He does not find it necessary to blame the disap- 
inting recovery of the ’thirties either on the New Deal or on secular stagna- 


Part II is more than good economic history. Mr. Wilson has attempted to 
nploy the theory of his Part I to explain the economic fluctuations of the 
period and to confront competing theoretical hypotheses with the facts. Each 
pase of each cycle- especially each turning point—is examined to determine 


the consis stency of various theories with observed data. In addition, Mr. Wilson 
undertakes to explain differences between cycles; for example, why was the 
recession of 1923 short-lived and that of 1929 prolonged? 

This et vical study complements but is no substitute for econometric in- 
vestigati mn. Mr, Wilson is able to weed out many theories as inapplicable to a 
ven period by showing that they are obviously inconsistent with observed 
time series. But he is usually left with an embarrassing number of possible 
hypotheses. Lacking any quantitative estimates of the structural relationships 
of the system, he cannot evaluate the relative importance of these hypotheses. 
or example, when income and consumption both decline, Mr. Wilson cannot 
tell whether the fall in consumption was induced by the decline in income or 
Was an autonomous contributor to the change in income. On the other hand, 
Mr. Wilson is better able than an econometrician to exploit information which 
is not easily quantified: e.g., the state of confidence, political events, occur- 
rences in particular industries. 

The final two chapters—the concluding one added in this edition—contain 
Mr. Wilson’s ventures into policy recommendation and prophecy. As a prophet, 
Mr. Wilson so far deserves honor. In the first edition in 1941, he did not 
succumb to the fashionable pessimism concerning postwar economic prospects. 
Neither does he predict secular inflation now. Whether or not they agree, 
teaders of this book will appreciate the perspective of Mr. Wilson’s outlook. 
JAMEs TOBIN 
Harvard University 
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Money and Banking: Short-Term Credit; Consumer Finance 


The Veil of Money. By A. C. Picovu. (London: MacMillan. 1949. Pp. viii, 150 
$2.50.) 


Professor Pigou in his latest book attempts to throw some new light on the 
old question of the significance of money in determining income and employ- 
ment. Part I is devoted to a general discussion of the institution of money with 
special reference to the pricing mechanism and inflation. Part IT, under the 
title, “Money Income,” contains the substance of the book—a model designed 
to demonstrate the predominant factors determining the magnitude of money 
income. 

Economists generally have regarded the problem so complicated as to 
necessitate simplifying assumptions. The most significant of the simplifying 
assumptions on Pigou’s part is his abstraction from changing expectations, 
. . shall leave out of account the fact that the several governing factors . .. 
are, on occasions, expected to be different in the future from what they are now” 
(pp. 65, 66). Next the predominant real factors influencing the magnitude oj 
total money income are set off against the purely monetary factors. The real 
factors include the demand and supply of investment goods, labor efficiency 
and industry’s monopoly power. Monetary factors, on the other hand, are con- 
ceived of as comprising the stock of money and its velocity in relationship to 
the rate of interest and the level of money wage rates. 

The income velocity of money (or, in another sense, the real balances that 
people wish to hold) is determined in part by the transactions, precautionary 
and speculative attitudes of holders of cash, as also by the availability of 
“near” money. Velocity is an increasing function of the rate of interest (r) and 
a decreasing function of the portion of purchasing power accruing to non-wage 
earners, and the size of real income. The stock of money in circulation on the 
other hand, tends, via central banking policies, to be an increasing function 
of r and the purchasing power available to non-wage earners. 

The demand curve for new real investment is a decreasing function only of, 
while the supply of real savings is an increasing function of r, the size of real 
income and the proportion of purchasing power held by non-wage earners. 

With these relationships established, Pigou’s model is set to work. Although 
there are many refinements and modifications in his text, his main theme may 
be summarized briefly here. An increase in the demand for investment goods 
increases 7, the argument proceeds, and thus increases both the velocity and the 
stock of money in circulation. This generally entails a higher wages bill; and, 
if money wages are constant, higher employment and higher real income result. 
If the income of non-wage earners increases, however, real savings increase, 
thus reducing 7 and, in turn, money income. This latter consideration mini- 
mizes the force of the initial impulse leading to a higher money income. Agait, 
if an increase in investment activity does produce a higher real income, the 
resulting expansion of real savings would impose another limit upon the increase 
in money income. 

On the basis of Pigou’s formal model, an increase in money wages nece 
sarily reduces employment and real income (p. 106). But when Pigow tums 
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‘) changes in money income not the product of money wage changes, his 
' nclusions are quite different: Stability of money wages serve then only to 

the cycles of employment (p. 118). But two forces may be 
to mitigate this latter form of employment instability, the control 
»f wages and the regulation of the stock of money in circulation. This then is 
perhaps the basic conclusion of the work: that instability cannot be avoided 
cave by the deliberate adoption of flexible wage policies and the judicious 
control of the money supply. 

Attention should be’ directed to Pigou’s unusual definition of inflation, a 
situation in which “money income is expanding relatively to the output of 
work—not the output of goods and services (real income) .. .” (p. 14). This 
effort to emancipate the concept of inflation from considerations of productiv- 
‘ty seems intended to concentrate attention on the special interest of the writer, 
the level of employment. The further assertion that money “does not com- 
promise any of the essentials of economic life” (p. 25) should also be inter- 
preted in the light of this same special purpose. Even though Pigou points out 


exaggerate 


employed 


le of that “the raiment (money) greatly affects the comfort of the body,” one might 
real well wonder if the structure of modern capitalism, at least in its free form, 
ency could long survive without it. But Pigou seems impressed with the necessity 
con- of giving adequate weight to the real factors that operate beneath the money 
ip to surface, even though in his own model he points out that money is, indeed, 
much more than a veil. 
tha The abstraction from expectations greatly weakens the applicability of Pro- 
nary lessor Pigow’s conclusions to the economic world in which we live. For the 
y of most part Professor Pigou is content with an analysis of the shape of his func- 
and tional relationships, but their quantitative importance, viz., their position, in 
wage his own words, depends in large part on expectations. But perhaps Professor 
1 the Pigou feels that it is better to offer modest conclusions on the basis of 
ction astronomy—working with more dependable variables—than to face the more 
spectacular issues of public policy on the basis of astrology—working with the 
ofr, erratic and often imponderable elements of expectations. 
Paut E. SULTAN 
Cornell University 
ough 
may 
ods Money and Banking. By Jay L. O’Hara. (New York and London: Pitman. 
| the 1948. Pp. xx, 671. $4.75.) 
and, This textbook is written for the beginning student in money and banking. 
sult The exposition is clear, free from excessive factual detail, expressed in simple 
ease, anguage. At the end of each chapter is a summary of contents, a set of 
nini- questions, and suggestions for further reading. The student should not find 
gain, ‘Ais presentation difficult to understand. As an introduction to money and 
the banking this book should prove to be a welcome addition to the texts on this 
rease subject. 
_A short historical, descriptive, and theoretical treatment of money is 
eces- ‘allowed by a more extended discussion of banking. Major emphasis is placed 
urns “n the commercial banking system since it is considered “.'. . the source of 
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virtually all of our supply of effective money” (Preface, p. vii). The utiliza. 
tion of considerable space to describe noncommercial banking is justified op 
the ground that commercial banking “. . . can be fully understood only as non. 


commercial banking functions are studied in some detail” (Preface, p. viii), ; 
A condensed history of banking in the United States is presented as a back. ti 
ground for a better understanding of contemporary banking. 6 
The objectives of monetary policy are briefly considered at the end of a 
chapter dealing with stabilization of the price level by means of the gold al 
standard, bimetallism, credit control, one hundred per cent money, and other al 
methods. Although emphasis throughout the book is on the value of .noney is 
stabilization of the price level is subordinated to maintenance of full em. af 
ployment. The “. . . achievement and maintenance of full employment should de 
. .. occupy a position of primacy as the objective of monetary policy” (p. 492). le 
As one means of realizing high level employment, “moderate increases in the 
general level of prices . . .” are advocated (p. 493). This recommendation js m 
based on the argument that businessmen anticipating greater profits as a result th 
of price increases will be stimulated to expand employment and production, za 
In the analysis no distinction is made between competitive and monopolistic di 
conditions. The possibility that rising prices will cut down the physical 
volume of sales of goods in the market and thus destroy opportunities for 
employment is not considered. 
A serious weakness of the book is the failure to give more consideration to Vo 
Federal Reserve policy. Only occasional references are made to the System’s 
past experience in realizing (or failing to realize) its objectives through the 
use of credit controls. The treatment of the Federal Reserve System is for the the 
most part descriptive and mechanistic, consisting of a description of the aj 
structural organization of the System, an exposition of Federal Reserve Bank the 
functions, and the mechanics of credit controls. dir 
In the chapter on Keynesian economics the following policy is recommended. 
“The principal social responsibility of those in control of the supply of effec- fitt 
tive money is so to manage that supply as to keep rates of interest sufficiently Lic 
below the marginal efficiency of capital to insure a rate of investment that will ma 
provide full employment. At the same time, interest rates must be prevented cha 
from falling to a level so low that savers prefer to hold their wealth in money “Te 
form rather than offer it for productive employment” (p. 466). Precisely how any 
to choose and set rates of interest that will harmonize with the above require- one 
ments is not revealed. The presumption is that, if proper rates of interest are excl 
not (or cannot be) established, the effects will be evident in “. . . declines in tior 
effective demand, output, employment, and money income, that result from the deg 
low level of investment when private entrepreneurs refrain from putting to work of | 
all of the funds that are being saved” (p. 464). The solution to this problem of 
is “... simply that what the private sector of the economy fails or refuses to do [p. 
must be done by the public sector. . . . it is necessary for the government to step *, 
in and borrow the otherwise idle hoards of savings. . . . The funds that they Ing 
(i.e., government) borrow and spend will find their way into the markets in exp) 
effectuating a higher level of aggregate demand . . . ,” employment, and income liqu 


(pp. 464-65). 
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The chapters on foreign exchange discuss the functions of banks in financing 

foreign trade, determination of foreign exchange rates under both gold and 
naper standards, foreign exhange practices growing out of depression and war, 
jevelopment of international monetary cooperation, establishment and opera- 
jon of the Bretton Woods institutions, and American financial aid to foreign 
countries. 
In the analysis of the determination of the value of money the transactions 
and cash-balance equations discussed under the title of “conventional 
approaches ” are found to supplement one another. The Keynesian analysis is 
isolated for special treatment in a separate chapter under the title of “income 
approach.” Keynesian theory seems to be utilized primarily to explain the 
determination of the value of money and incidentally to explain changes in the 
level of employment and the national income. 

A variety of contemporary problems is considered in the final chapter. The 
methods and effects of war finance, postwar inflation, postwar effectiveness of 
the traditional methods of credit control by the Federal Reserve System, stabili- 
zation of the economy through a combination of monetary and fiscal policy are 
discussed very briefly. 

RAymMonpD H. LouNSBURY 

Dartmouth College 


Volkswirtschaftliche Theorie der Liquiditaet. By Otto Vetr. (Frankfurt M.: 
Vittorio Klostermann. 1948. Pp. 167.) 


This book is not only a valuable indication of the present state of monetary 
theory in Germany, but it is also a major contribution to the field. The author, 
a professor of economics at the University of Frankfurt, is also president of 
the Land Central Bank of Hesse, and as such also a member of the board of 
directors of the Bank deutscher Laender. 

The purpose of the study is to clarify a series of economic problems by 
fitting them into a framework organized around the concept of liquidity. 
Liquidity is defined as “die durch Tauschgueter repraesentierte Verfuegungs- 
macht ueber Bedarfsgueter” (p. 12). Every commodity has some liquidity 
characteristics; to the extent that they predominate, the commodity is a 
“Tauschgut.” It follows that the demand for liquidity need not be related in 
any definite way to the demand for money. For ordinarily money is merely at 
one extreme of the spectrum: it is the only commodity which is always and 
exclusively “Tauschgut” and never “Bedarfsgut”; goods in process of produc- 
tion are frequently at the other extreme. Both the level of liquidity and the 
degree of liquidity of commodities depend on such factors as the organization 
of the economy, customs and habits, the level of income (the proportion 
of savings is uncritically assumed to increase as national income increases 
[p. 27]), and the stage of the business cycle. 

_ The purpose of liquidity is the acquisition of “Bedarfsgueter” by exchang- 
ing them for ‘““Tauschgueter” (p. 14). The desire for liquidity is, in turn, 
explained in terms of the motives listed by Keynes in his explanation of 
‘iquidity preference. (The author states in his introduction that due to war 
and postwar conditions, more recent foreign literature was sometimes not 
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available to him.) The desire for liquidity as an end in itself is considered 
strangely as being pathological (pp. 16, 137), even though fear of the future 
and the desire for independence—which are hardly pathological—are given 
as reasons. Such a desire, if made effective, is supposed to block the circular 
flow of the economy; perhaps it is this result which is considered pathologi- 
cal. 

The above concepts are then applied to various monetary problems. The 
control of money provides the possibility for the creation and distribution 
of liquidity. Money is treated as a veil which hides the basic characteristic of 
the concept of liquidity, but does not alter it. Interest is the price which 
regulates the market for liquidity: it keeps the supply of and demand {or 
liquidity in equilibrium. Interest is created by renouncing consumption in 
favour of liquidity, and at the same time renouncing a high degree of 
liquidity; the lower the degree of liquidity, the higher the interest rate. 
Interest is thus the reward for non-spending and for its investment in 
relatively illiquid form (not-hoarding). The author sometimes comes danger- 
ously close to regarding willingness not to spend nor to hoard as sufficient 
(p. 99); but such willingness is sufficient only in the presence of adequate 
demand for liquidity. In fact, the requirement of demand is somewhat 
neglected throughout. For example, the discussion of inflation and deflation 
(p. 54) is not very helpful in the absence of specified income assumptions. 
Similarly, the statement that demand for and supply of liquidity must be in 
equilibrium in order for the economy to be in equilibrium is not very useful 
without an analysis of the kind of equilibrium and the interrelationships 
between the latter and liquidity. 

In the final chapter the apparatus is applied to some problems of inter- 
national trade. It is shown how the “automatic” gold standard might present 
an ideal possibility of equalizing liquidity between nations, given the 
necessary assumptions and provided the rules of the games are adhered to by 
the participants. It is also indicated how institutions like the International 
Monetary Fund could fulfill a similar function. 

Though a short review can hardly do justice to the stimulating analysis, it 
is hoped that it has at least whetted appetites. 

Hans A. ADLER 

Harvard University 


Business Finance; Investments and Security Markets; Insurance 


Government Financing of Private Enterprise. By Douctas R. Futter. (Stan- 
ford: Stanford University Press. 1949. Pp. viii, 206, $3.00.) 
This is a study of the financing problems of business, particularly small 
business, and the government’s réle in resolving them. Although readable 
and informative, it is repetitious, contains considerable background material 
not directly related to the main topic, and suffers from a few organizational 
and structural weaknesses. 
Since the case for government financial assistance to business rests largely 
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on the assumption that there are significant gaps in the existing private credit 
mechanism, Dr. Fuller begins his study with a brief examination of this 
premise, followed by three chapters of historical background information, 
jomestic and foreign. The remainder of the volume is largely devoted to an 
analysis of government credit assistance to business since 1934, particularly 
through the Federal Reserve banks, Reconstruction Finance Corporation, 
and the wartime V-loan program, for the purpose of determining the need 
jor continuation of such programs or the development of new programs. 

The volume of business lending by the Federal Reserve banks approximated 
that of RFC during the years 1934-1937, but after liberalization of the RFC 
\ct in 1938, RFC became the dominant government agency in this field. The 
most impressive fact concerning prewar experience under these two programs, 
according to Dr. Fuller, is the small volume of loans. He rules out application 
of unduly onerous terms and conditions by the administering agencies as a 
possible explanation for this, since “no trustworthy evidence has been intro- 
duced to prove that the standards applied were appreciably stricter than was 
necessary to conform with the instructions of Congress that loans were only 
to be made when reasonable assurance of repayment existed.” The explana- 
tion is found instead in a lack of unsatisfied demand for medium-term credit 
principally because of the growing willingness of private lending institutions 
to extend term credit. Heavy postwar lending by RFC under its Blanket 
Participation Program (instituted in 1945 and terminated in 1947) arose 
both because of increased demand, especially to finance fixed-asset expendi- 
tures, and because RFC’s participation terms proved attractive to private 
bankers. 

The discussion of wartime government financial assistance, particularly the 
\-loan program, is clearly the most authoritative section of the book, re- 
flecting careful study and familiarity with operating details gained by the 
author through first-hand experience. Several points commonly suspected con- 
cerning this program are confirmed, particularly the high average guaranty 
percentage (90 per cent being the most common), which generally showed 
little correlation to the strength of the loan, and the greater liberality of the 
War Department than the Navy Department or the Maritime Commission on 
eligibility, amounts, and maturities. 

Particular significance is attached to the V-loan program, not only for its 
important contribution to increased production but also because the experience 
which private bankers gained under this program contributed to their will- 
ingness and competence to meet present-day needs. Important in this regard 
were stress on ability rather than collateral, experience in budgeting loan 
requirements and repayments, and emphasis on the importance to smaller 
borrowers of adequate technical assistance and accounting procedures. At the 
same time, the author recognizes the threat to private banking in the new 
respectability of a government guaranty, but he feels that reckless use of 
such guaranties can be prevented by requiring substantial private-bank par- 
ticipation. 

The author’s major conclusions and recommendations are as follows: 

|. Little has been done, either by government or private agencies, to remedy 
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the serious gap in availability of equity and long-term loan capital for smal] 
business. However, he regards government provision of risk capital incom- 
patible with free enterprise, and commercial-bank investment in such capital 
incompatible with the demand nature of their liabilities. His proposed rem. 
edies for this gap accordingly include revisions in the tax structure to revive 
former major sources of such capital, and creation of new private local finane. 
ing institutions. 
2. Although government experience prior to 1945 indicates no serious gap 
in medium-term financing, the large volume of RFC loans of this type since 
that time suggests the existence of a gap of minor proportions. (This gap may 
be more significant than Dr. Fuller concedes, as indicated by the sharp in. 
crease in RFC lending during the past year.) To assure adequate medium. 
term financing, he recommends continuation of RFC (but not Federal Re- 
serve) authority, both as a competitive spur to private lending institutions and 
for standby purposes. 
3. With respect to short-term credit, government experience provides “con- 
vincing evidence” that no significant gap exists. 
4. Finally, he recommends two collateral government aids to small business 
investment: Exploration of methods for reducing costs of financing and pro- 
vision of increased technological and advisory services. 
The almost simultaneous appearance of this volume and A. D. H. Kaplan’s 
study of Small Business: Its Place and Problems is a reminder that facilities 
for coordination of economic research may still be inadequate. On the financing 
issue, both volumes cover much of the same ground and arrive at many 
similar conclusions and recommendations. The Fuller volume, however, in 
most respects is more comprehensive and fills a long-felt need for an exami- 
nation of the necessary réle of government in business financing. But there 
are numerous additional problems in this general area which might have 
been studied with the same investment of time and resources had this over- 
lap been avoided, including a detailed examination of standards employed in 
government lending programs. 
James B. Eckert 

Washington, D.C. 


Business Finance. By Cart A. DauTEN. (New York: Prentice-Hall. 1948. 
Pp. xiii, 551. $4.75.) 
This book treats the same general topics as are treated in an ordinary 
finance text but it differs from typical texts in that it places the greater 
emphasis upon those aspects of finance which are of most concern to small 
business enterprises. Within this field much more attention is given to the 
financing of current operations and less to the raising of initial fixed capita! 
than is customary. This statement does not imply that Dauten neglects the 
latter subjects but only that he devotes a greater amount of space to discussing 
problems that confront business enterprises continuously than to those which 
need to be solved but infrequently. : 
Teachers of conventional corporation finance courses will probably find 
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the book most useful to students as supplementary reading on sources of 
short-term capital. For example, an entire chapter is devoted to methods 
and procedures for obtaining current funds from banks, another to describing 


‘erm loans, and a third to R.F.C. loans. Often the treatment is detailed, 
even to the extent of presenting an exhibition of forms and a list of addresses, 
(for example, two pages are used to list the addresses of the thirty-one 
R.F.C. agency offices). 

The volume incorporates and makes copious use of much recently published 
material dealing with the problems of small business. Among other things it 
contains brief summaries of many of the pamphlets published by the U.S. 
Department of Commerce, and repeats the findings of the T.N.E.C. inves- 
‘jvations. The author draws heavily on the writings of Neil Jacoby, Raymond 
Saulnier, Tynan Smith, Charles Schmidt, and other recent writers who have 
treated special financing procedures and problems. 

Business Finance is not suitable for use as a text in corporation finance, 
largely because of its almost exclusive concern with small enterprise but also 
because the treatment is rather elementary for college level use. It is the kind 
siness of book which one about to start a small business should read and keep 


| pro- accessible. Within the scope of its objective—an explanation of the principles 


and methods of finance applicable to small business enterprises—the author 
dlan's has done an excellent job and has supplied a book that fills a gap in existing 
ilities literature. 
ncing WI rorp J. EITEMAN 
many University of Michigan 
ar, in 
xami- Surety Rate-making—A Study of the Economics of Suretyship. By JULES 
there BackMAN, (New York: Surety Association of America. 1948. Pp. xix, 
have 497.) 
over- This book was prepared by Dr. Backman under the sponsorship of The 


ed in Surety Association of America, an association of stock companies writing 
almost three-fourths of the fidelity and surety bond business. Dr. Backman 
was given full control of the study and, judging by the evidence within the 
report, he has produced an unbiased, objective analysis. 

While the book is of greatest concern to those specializing in suretyship 
and insurance, it is of interest to economists as a study in pricing in a field 
where price determination is attended by unusual difficulties and where 
governmental regulation is assuming a more important rdle. Although it is 
dificult to omit any sections of the study, the economist, as compared with 
the insurance specialist, will find most valuable, Chapters 4, 8, 11, 12 and 14 
on “The Rating Bureau and Competition,” “Cyclical Aspects of Suretyship,” 
“Principles and Mechanics of Insurance Rate-making,” “Surety Rate- 
making,” and “Surety Rate-making: Recommendations.” In these chapters 
are included the author’s principles and theories of pricing. A good case is 
made for regulated cooperation rather than free competition in surety rate- 
making. In other chapters, the author provides the background for the study 
and develops and analyzes the statistics on which his conclusions rest. 
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A wealth of statistics in the field of suretyship is presented in the book 
These will be of greater value to the insurance and suretyship specialist thay 
to the economist. Some had been published previously in scattered sources 
but many are available here for the first time. Some of these are the heretofore 
unpublished results of studies made by surety companies for their ow 
information; some are the results of special inquiries and analyses of their 
experience made by several companies purely for this study. Throughout the 
work, the sad lack of uniform, detailed statistics in the industry is evident 
Dr. Backman has been forced to use data which, having been compiled on 
varying bases by different companies, is of questionable comparability. 
Suggestions are made to improve the statistics to be gathered in the future 
In the area of expense statistics, improvement no doubt will result from th 
uniform accounting regulation of New York under which companies now ar 
operating, but only since January 1, 1949. 

One point which the author makes in a number of places (to cite just 
few, pages 9, 291, and 314) is that, “surety bond prices are among the few 
prices which are now the same or lower than before the war.” Further, 
“a price decline in such a sea of inflation is an achievement worthy of 
note.” This emphasis seems unwarranted and incorrect. True, rates have 
been reduced. True, expenses as contrasted with losses consume a larger 
proportion of the premium dollar than in most insurance lines. But, exposures 
have increased so that larger amounts of coverage are required for the same 
protection. Whether prices, as distinct from rates, have actually decreased 
or not, depends upon the relationship between the decline in rates and the 
amount of coverage now required for the same protection as heretofore 
In any event, the decline in surety bond prices is not as great as may be 
inferred without this qualification. Furthermore, it is not a very remarkable 
achievement, since, as the author points out elsewhere, the postwar period 
has been one of very low loss ratios and very high underwriting gains, even 
though the companies have been operating at the lower rate level. 

There are two possibilities in the surety rate-making problem which do 
not seem to have been adequately explored. One, not even given passing 
mention in the book, is the possibility of charging a policy fee to cover 
fixed expenses, since the expense factor is predominant and heavy expenses 
in many bonds are unrelated to the bond penalties, and a premium to cover 
the hazard and variable expense element. The other is the possibility of 
applying a “pure premium” technique, similar to that of workmen’s compen- 
sation. This is a possibility if measures of exposure can be determined for 
each type of bond. For many such, measures can be determined and for 
these at least the method would be applicable. The fact that very long 
term experience must be used does not preclude this method. The fact that 
there are many classifications with very smail volumes of experience has 
not proved an insurmountable handicap in workmen’s compensation insur- 
ance. 

C. M. KAHLER 

University of Pennsylvania 


T 


BOOK REVIEWS 1335 


Public Finance 


book. 


than Current Financial Problems and the City of London. Published for The In- 
eH stitute of Bankers by Europa Publications Limited. (London: 39 Bedford 
) om Square, W. C. 1. 1949. Pp. 219. 15s.) 

their The series of thirteen papers contained in this volume were originally pre- 
It the sented as lectures at the International Summer School of the Institute of 
ident. Bankers, held at Oxford, England, in September 1948. With few exceptions, 
ed on the authors are financial journalists, among them several of the leading editors 
bility. of. and contributors to, Britain’s renowned financial press, including the well- 
ature known editor of The Banker, Mr. W. T. C. King. There are also papers by 
n th | Rov Harrod, R. S. Sayers, and Sir Henry Clay, to mention some of the pro- 
W are fessional economists who were invited to lecture at the school. 

While this symposium is addressed primarily to the student of London’s 
just a ‘nancial mechanism and the institutional structure of British banking, several 
e few studies contain comments of more general interest to American economists. 
ther. This is particularly true of the paper by W. F. Crick, general manager for 
hy of research and statistics of the Midland Bank, whose skillful exposition of the 
have rile of monetary policy in postwar Britain contains much of relevance to 
larger other “mixed” economies in Europe. Nobody will be surprised when Mr. Crick 
sures visualizes monetary policy as playing a relatively small part among other 
same factors in the shaping of a comprehensive economic policy in Britian. Yet Mr. 
easei| Crick very properly points up the fact that monetary policy and its twin 
d the brother, budgetary policy, can together still be of large importance in a semi- 
ofore. controlled economy, depending upon whether they are in harmony or conflict 
av be with the trend of physical controls. 

able Roy Harrod, in a paper entitled “The Financial Position of Britain and the 
yeriod Balance of Payments,” comes forward with a number of suggestions that run 
even counter to generally accepted doctrines. There is now wide agreement both in 


this country and in Europe that Britain’s salvation, no less than that of 
ch do Western Europe as a whole, lies in a substantial expansion of its plant and 
sssing equipment. Mr. Harrod, however, is worried over the current rate of capital 
cover investment in Britain. The country’s steel program, he observes glumly, is 
venses grossly excessive, and according to his gloomy forebodings the mechanization 
cover of the coal mining industry will lead to acute unemployment before many 
ty of years have elapsed. He reiterates his familiar thesis that the roots of Britain’s 
npen- balance of payments difficulties lie essentially in excessive capital outlay and 
d for that investment expenditures should be cut sharply. American observers, alive 
d for to the urgent need for modernizing and expanding much of Britain’s industrial 
long plant if that country is ever to achieve financial equilibrium, will find it diffi- 
+ that cult to accept this line of reasoning, from a longer-run point of view at least, 
e has though they may readily agree with Mr. Harrod’s counsel that certain invest- 
insur- ments could well be postponed until Britain’s general position has eased. 


Professor R. S. Sayers, in his brief lecture entitled “Some General As- 
LER pects of Central Banking,” calls attention to some worthwhile fields of 
action that central banks could cultivate with advantage to themselves and 
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their economies. It is the function of central banks, Professor Sayers maip. 
tains, to seek out the sensitive spots in their economies and be ready to 
adopt novel weapons to deal with them. Professor Sayers enters controversial 
ground when he argues that central banks, having close contact with aj) 
parts of the financial system, are institutionally better adapted than Treas. 
uries for the actual exercise of control. But one may readily agree with Pro. 
fessor Sayers’ suggestion that central banks, if they wish to be as usefy! 
as possible, must not be unduly conservative but must develop new tech- 
niques to meet new situations. These are doctrines that have successfully 
been put into practice in recent years by the authors of central bank statutes 
in various parts of the world. 

Sir Henry Clay’s valuable appraisal of the evolution of the sterling area 
reaches the conclusion that Britain derives great advantage from its rela- 
tions with the rest of the sterling area and that it would be folly to adopt 
any policy that aims at breaking it up. Now that much respectable opinion 
looks at the sterling transferable-account system as one of the principal de 
vices for creating a new intra-European payments mechanism, many a reader 
may well have expected a somewhat more positive approach toward the 
future of sterling in international, and particularly, European trade. 

In many circles, it has lately become fashionable to speak of the Bretton 
Woods “twins” in a deprecatory tone. Mr. Paul Bareau, deputy city editor 
of the News Chronicle and frequent contributor to financial magazines, has 
successfully resisted this temptation in his paper on “International Banking 
Organizations.” Of the two institutions, the Fund comes out much better 
than the Bank in Mr. Bareau’s appraisal. He acknowledges that the United 
States government has used its dominant voice in the affairs of the Inter- 
national Monetary Fund wisely and constructively. Mr. Bareau concludes 
that while the Fund has compromised on some fundamental issues of its 
code and has been guided too much by political considerations, it has never- 
theless performed a very valuable function by keeping alive a modicum o/ 
cooperation in the field of international monetary relations. 

In his evaluation of the Fund, Mr. Bareau very properly points out that 
the economic climate of the postwar years could hardly have been less favor- 
able to the Fund’s objectives, but this is perhaps even more true of the 
Bank. When Mr. Bareau feels unhappy over the fact that the Bank lack: 
a spirit of adventure and has been too much concerned over the interests 
of United States investors, who after all put up much of the Bank’s loanable 
funds, he appears to forget that international investment, to flow smoothly, 
persistently, and on a large scale, needs a political and economic environ- 
ment radically different from that prevailing during the last few years. Be- 
fore charging the Bank with unimaginative leadership and lack of adventure, 
we should carefully consider the Bank’s contention that it has found a great 
lack of soundly conceived projects suitable for its financing. The fact that 
it has refused to put up money for projects that it considers neither sound 
nor productive in the light of the present disequilibrium in the world economy 
provides very little justification for Mr. Bareau’s criticism that the Bank 
“tried to eschew the adventurous.” 
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For the American reader who is interested in an authoritative study of 
London’s financial facilities, Mr. King’s paper on the London Discount 
Market contains much valuable information. This is also true of Mr. Steffen- 
hurg’s lecture on “Merchant Banking in London” and the study by David 
Sachs entitled “Survey of the Financial Institutions of the City of London.” 
F. H. Kiopstock 
New York, N.Y. 


International Economics 


Plowshares into Swords. By OswAtp P. CHEw. (New York: Harper. 1948. 
Pp. xv, 227. $3.00.) 

This book undertakes to indicate the adjustments that are needed in the 
world by reason of the fact that the United Kingdom, Belgium, Germany, 
and neighboring countries in the Western world, and Japan in the Eastern 
world, by stealing a march on the rest of the world, were able to develop 
far-flung markets for their factory products, and now are faced with the 
loss of some of their former markets because the rest of the world is slowly 
industrializing. Others have written on this subject, but none from Oswald 
Chew’s point of view, which is that of a person who has spent his life in 
the public information service of the United States Department of Agriculture, 
and, in consequence, has come to see events and developments very sharply 
in an agricultural focus. Chew writes with the vigor and clarity of a successful 
journalist, and hence even a sophisticated reader needs to keep his wits about 
him or he will lose his bearings. 

This is not to say that there is little sound analysis in this book. In fact, 
there is just enough that isn’t to lead the author to the dubious conclusion 
that since the Industrial Revolution the principal cause of wars has been 
a contest for farm lands; to use the author’s phrasing, “modern war is war 
for farms.” The result is a book too much for the comfort of a scholar, in 
the same class as Vogt’s Road to Survival, Osborn’s Our Plundered Planet, 
Pearson and Harper’s World Hunger, and Prentice’s Food, War and the 
Future. 

One is usually helped in thinking through such situations if one first 
thinks in interregional terms within one country. The natural parallel in 
this case is the industrial Northeast in the United States. This Northeast 
has lost a market for particular factory products as, first, the Midwest, and 
later the South and West, have industrialized. But the Northeast is still 
growing industrially. It has lost only in percentage of the whole. The latter 
is true even of little New England. There are those in the Northeast who are 
unhappy to see the South and West growing faster than the Northeast, but 
the only reasonable program for its inhabitants is to see that they readjust 
their industry so that it fits as closely as possible into the changing national 
economy. The national interest is in getting all parts of the country in- 
dustrialized in proportion to the resources, and in having each industry grow 
where it has most advantage. The important consideration for the Northeast 
is whether the industrialization of the rest of the United States adds enough 
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to the total national income so that the Northeast’s share of it is an increasing 
absolute amount. 

Could such a national development leave the Northeast with less industry 
absolutely? Surely so, although this is not likely. Also, if it does, other eco. 
nomic activity is likely to replace it. 

Now suppose the Northeast were a separate nation. The international] 
interest would be the same as the national interest so far as Northeast, South 
and West are concerned. But what would the Northeast itself do in such 
a situation? Obviously it would do all possible to enable existing industries 
to continue to compete by making them more efficient, by seeking alternative 
new markets, and the like. Some of its existing industries would find they 
had comparative advantage and expand, and others would contract, Also 
some new industries would probably be found. All this would be good inter. 
nationally too. But Chew’s doctrine is to the effect that these measures would 
not suffice, and the Northeast nation would in due time engage in actual 
military conquest of the farm lands of the South, and West or Midwest 
Why farm lands in particular? So as to be able to produce within its own bound- 
aries the food that it could no longer get by exchanging factory goods for it. 

He says further that even the industrial nations with big foreign markets, 
except the United States, which has all the land it needs, will presently engage 
in such conquest so as to be sure of having food enough, for who knows 
when they may not lose some outlet, or go to war and face a food block. 

He believes that both world wars were induced in this way, and another 
one will be if we do nothing to prevent it. Surely most historians will con- 
sider this a narrow and distorted view of Germany’s and Japan’s desire for 
“lebensraum.” It happens that the territories most available to both of these 
countries were exporters of farm products; but had these territories been 
rich in coal, iron and oil rather than food, they would have been considered 
much greater military prizes. Consider the Ruhr and Silesia in this connection! 

It is true that both world wars did make these countries, the United King- 
dom, and some others, want to be more nearly self-sufficient in food; but 
surely they were no less concerned over sources of iron, oil, and coal. Also, 
shortage of exchange figured in both postwars, but especially in the second. 
The vigorous farm price-support measures after World War I came mostly 
with the break in farm prices from 1928 on, and were directly a response to 
pressure of the agricultural interests. No doubt the military sufficiency argu- 
ment strengthened the hands of the agrarian politicos of Europe; very little 
those of the United States. 

The cases of present Germany and present Japan have to be considered in 
a class by themselves. The readjustments which they need are greatly compli- 
cated by the second war. 

Chew proposes as a general solution some form of international agreement 
that will assure industrial countries of their foreign outlets, or delay the 
loss of them while adjustments are being made, and at the same time assure 
them of a food supply. 

Joun D. BLACK 

Harvard University 
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\gapran Ort. By RayMonp F. and B. CHENERY. (Chapel 
Hill: The University of North Carolina Press. 1949. Pp. 201. $3.50.) 

\mong those who, for one reason or another, are interested either in the 
conomic problems of the Middle East or in international raw materials prob- 
iems or in the oil industry, it will be pretty generally admitted that the title 
of this valuable little volume is inaccurate and too modest. As the table of 
contents shows, only about thirty pages are devoted exclusively to oil devel- 
opments and issues in Saudi Arabia. There is a subtitle “America’s Stake in 
the Middle East” which comes nearer to describing the scope of the work; 
ut the (I am sure, unintended) implication that America’s stake in the 
\iddle East is identical and coterminous with the American-owned oil con- 
cession in Saudi Arabia is politically unsound and it is amply (if tacitly) re- 
futed by the aggregate of facts adduced in the book itself. 

Actually what Mikesell and Chenery have done is: (1) To assemble and 
interpret all the significant statistical data on Middle East oil and its place 
in the world fuel economy; (2) To describe the contractual arrangements 
which govern Middle East oil production and trade, and to analyze the prob- 
lems (commercial and diplomatic) which derive from this clumsy and un- 
stable pattern; (3) To describe particularly (and as a sort of case study) 

various facets of the American concessionary position in Saudi Arabia— 
the diplomatic, legal, commercial, financial and managerial issues that have 
arisen; and (4) to appraise the depth and scope of the United States national 
interest in Middle East oil, and to evaluate the impact of this oil on Ameri- 
can foreign policy and vice versa. 

For all these services we are in the authors’ debt. The factual compilation 
alone merits praise. The facts are in general not new (indeed, some of the 
statistical information is, inevitably, already obsolete); but the material is 
nowhere else available in one place, being scattered through government docu- 
ments, the petroleum trade press, and a few journal articles. The analysis is 
penetrating, sound and modestly presented. The specific data on Saudi Arabia 
tell a fascinating story in concise form. 

On the very broadest issues of policy one might cavil. If I read pages 124- 
2) correctly, the authors would like the experts of the American oil industry 
to work out an import program that would take account of all domestic inter- 
ests and activities (including the experimental). To some extent this already 
happens but I had not supposed economists would commend it. By implica- 
tion on pages 95-100 and explicitly on page 127 the authors urge ratification 
of the Anglo-American Petroleum Agreement, thus flogging a quite dead horse. 
On pages 121 and 128 the authors urge a United Nations conference to establish 
a world petroleum organization; despite a footnote on page 100 quoting me 
to contrary, I do not now think this recommendation is in the realm of 
reality. 

On page 119 it is stated that “American (oil) companies operating abroad 
can in general be counted on to abide by the wishes of (their) government.” 
(hat is very nice. 

Joun A. Lortus 

Washington, D.C. 
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Imperfect Competition in International Trade. By S. B. RANGNEKAR. 
Edited by J. J. Anjaria. University of Bombay Econ. Ser, No, |. 
(Bombay: Geoffrey Cumberlege. New York: Oxford Univ. Press, 1949 
Pp. xvii, 184. $8.) 7 

As its title indicates, this monograph is a study of non-perfectly competitive 
pricing as applied to the field of international trade. The basic approach 
follows the neoclassical reciprocal demand tradition in contrast to the 
specific commodity approach commonly used in investigating monopolistic 
pricing in world markets. The study is theoretical in the sense that cases 
are investigated without detailed preliminary investigation of their relevance 
for any particular historical setting. Exchange control, for example, is almost 
ignored, although some of Dr. Rangnekar’s conclusions may conceivably 
have some applicability to such arrangements, 

The investigation of various types of pricing arrangements is divided into 
monopoly and oligopoly, with a number of specific cases considered under 
each head. Under monopoly pricing, for example, four cases are considered, 
distinguished according to the number of countries supposed to be engaged 
in trade and according to whether one country monopolizes the marketing 
of all its exports or only one. Under oligopolistic pricing, more complicated 
arrangements are each investigated in turn. Dr. Rangnekar then attempts 
in a separate chapter to assess the implications of restrictive practices on 
both national and international welfare. The welfare analysis rests mainly on 
Professor Pigou’s work in this field, combined on occasion with the currently 
popular “as t’were” doctrine. A final chapter attempts to assess how the 
earlier analysis should be modified if uncertainty is assumed. Money is intro- 
duced at this point and a monetary theory combined from various ideas oj 
such diverse thinkers as Keynes and Mises is constructed. For such 
eclecticism, one can only commend the author’s courage. 

Like many doctoral dissertations, this work is mainly of the exercise 
variety designed to reveal the student’s competence in his field. Those 
already familiar with the literature in international trade theory are not 
apt to find a careful reading of the book rewarding. Even as an exercise in 
economic analysis this study has serious limitations. The writing is fre- 
quently vague and at times inexcusably jumbled. Conclusions are commonly 
stated in the comparative form without the alternative mentioned. As a result 
of the poor quality of the writing, it is impossible to determine at a number 
of points just what views Dr. Rangnekar is attempting to demonstrate and 
hence permit a judgment of their validity. There are, in addition, a number 
of technically inaccurate statements. One is surprised to learn that the in- 
elastic portion of a monopolist’s demand schedule is the only relevant portion 
to him, and that monopoly power in the pricing of products automatically 
carries with it monopsony power in the buying of resource services. Such 
a statement as “. . . there is agreement that capital goods embody waiting 
makes one wonder if the author has ever heard of F. H. Knight. These 
deficiencies loom less large when compared with the enormity of the task 
which Dr. Rangnekar set himself to handle in brief compass. Nevertheless, 
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+ is unfortunate that this work was published in its present form, especially 
poet it inaugurates the Economic Series of the University of Bombay 
publications. 
R. RoLPH 
University of California, 


Berkeley 


Gli Ammodernamenti della Teoria degli Scambi Internazionali. By AMEDEO 
GAMBINO. (Padova: Cedam. 1946. Pp. 61.) 

The booklet was written by a professor of economy of the University of 
Rome and was published by the Economic Institute of the Bocconi Uni- 
versity in Milan. It deals with the progressive innovations in the theory of 
‘nternational trade and exchange, and its distinctive feature is an abstract and 
syllogistic method of analysis. 

"The purpose of Professor Gambino is to reinterpret the classical postulates 
of comparative costs and advantages in the light of the modern “equilibrium” 
theory. The author reviews the various theories of international trade from 
Ricardo and Mill through Marshall to Haberler and Ohlin. He accepts the 
assumption that “monetary” costs and not “real” costs determine the flow 
of international trade, but pursues the inquiry into the relative differences 
of monetary costs (or Haberler’s “substitution” costs) among various 
countries. He finds that such differences are the result of the combination 
of productive factors prevailing in each country—and concludes that the 
relative advantages in international trade are for each country the same as 
those which may be established for domestic trade. 

Of particular interest is the chapter of the book and an introductory note 
by Professor DeMaria on an “unfortunate criticism” by Pareto of Ricardo’s 
theory of comparative costs. According to Paretc, Ricardo’s theory serves 
to demonstrate a “possible” condition and not the necessary and only condi- 
tion under which the international movement of goods can occur. Professor 
Gambino’s view attributes Pareto’s position to the fact that goods move 
in international trade if their relative costs are within the margins of their 
comparative costs in the various countries. Professor DeMaria observes, 
however, that a country may continue to export goods produced at disad- 
vantageous Comparative costs, if such commercial loss were lower than the 
alternative of closing and liquidating existing investments in export industries. 

The author offers some stimulating thoughts, expressed in a very concise 
iorm. The booklet could be very usefully expanded, to provide a more 
readable text on the general subject of the historical development of theories 
of international trade. 

FRANK M. TAMAGNA 

Washington, D.C. 


Industrial Organization and Markets; Public Regulation of Business 


Cartels in Action. By Grorce W. Stockinc and Myron W. WarkKINs. (New 
York: Twentieth Century Fund. 1946. Pp. xii, 533. $4.00.) 


| 
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Cartels or Competition? By GrorcE W. STockING and Myron W. Wark; 
(New York: Twentieth Century Fund. 1948. Pp. 530. $4.00.) 

These books are the first two of three volumes sponsored by the Twentiet) 
Century Fund about problems of monopoly, national and international. The 
first contains case studies of international cartels. The second presents ap 
analysis of cartel activity and an appraisal of its economic impact, together 
with recommendations as to government policy toward cartels. Thus the two 
books already printed constitute a full discussion of the international cartel 
aspect of monopoly problems. A forthcoming book is to be devoted ty 
domestic problems of monopoly. 

Volume One supplies a long felt need for relevant data. Facts and documents 
aplenty have been available in the cartel cases in the Department of Justice. 
in the records of the Bone, Kilgore, and Truman committees, the Nye com. 
mittee, and in various special monographs and reports. But this information 
has been so scattered and disorganized as to be useful only to specialists, 
Considerable literature of comment has been available, but it has fallen into 
four classes: scattered monographs of varying quality about particular cartels; 
analytical summaries by foreign authors, completed before many of the 
relevant facts were disclosed; propaganda in defense of cartel activities or 
particular cartels; and impassioned condemnations of cartel activities or 
particular cartels. Since the war, this literature has been supplemented in 
the United States by several publications concerned with government policy 
toward cartels. But there has not been available a single volume in which 
the facts about the more important cartels are set forth and subjected to 
careful analysis. 

Cartels in Action does not, of course, cover all of the cartel arrangements 
that have been disclosed in recent years. Since there are more than 100 of 
these, an attempt at such coverage would have prevented an adequate account 
of any of the cases. Instead, the book selects for careful analysis eight out- 
standing examples: sugar, rubber, nitrogen, steel, aluminum, magnesium, 
incandescent lamps, and chemicals. These examples have been so chosen as 
to include basic raw materials of agricultural origin, as to which cartel activity 
has depended largely upon government support; primary metals, privately 
controlled by large companies which have succeeded in dominating well- 
defined industries; and electrical and chemical products, as to which carteliza 
tion has depended upon the ability of large companies to control technological 
change and to maintain lines of jurisdiction in spite of the fluidity of industrial 
boundaries. Cartelization in the chemical industry receives special attention in 
chapters which first survey the broad organization of the industry throughout 
the world, then deal with the development of product cartels within the 
industry as illustrated by the two cases of alkalies and explosives, then 
describe the comprehensive patent alliance between DuPont and Imperial 
Chemical Industries, and finally discuss at length the activities of I, G. 
Farbenindustrie. 

Statistics, documentary evidence, and economic analysis have been blended 
in these case studies. There is no equally authoritative picture of the broad 
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sweep of cartel activity. In particular instances, for example the chapter on 
yar, the authors appear to have slighted the operative techniques of 
cartelization in their care to analyze the market situation within which the 
.rtel operated. In the sugar chapter, too, there appears to be some variation 


Lailts 


‘n the authors’ assumptions as to the elasticity of demand and as to the 
relation of prices to marginal costs, as well as a willingness to assume too 
readily that losses by producers are disastrous to the world economy as well 
as to persons directly involved. In the nitrogen chapter, the authors do not 
bring out the extent to which producers of synthetic nitrogen have used 
the peculiar problems of natural nitrate production in Chile as a cloak for 
‘heir own interests. Such minor defects, however, do not obscure the solid and 
admirable quality of the work as a whole. 

Cartels or Competition is a penetrating analysis of the relation between the 
environment and the growth of cartels and of the effects of cartels upon the 
economy. It presents two sets of policy recommendations—one by the 
authors and a longer and more detailed one by the Committe on Cartels and 
Monopoly appointed by the trustees of the Twentieth Century Fund, the 
members of which were James M. Landis, A. S. Goss, Marion Hedges, 
Donald M. Nelson, Jacob Viner, and J. Raymond Walsh. An appendix deals 
with the prevalence of cartels in the American economy. 

The authors treat cartel activities as one manifestation of a trend away 
from competition toward nationalistic autarchy and business syndicalism 
in all industrial countries. The rdle of governments in fostering cartels and 
helping make them effective is emphasized. Nevertheless, the economic conse- 
quences of cartels are categorically condemned. While it is recognized that 
cartels sometimes improve technical efficiency when the cartelized firms 
stand to gain thereby, it is emphasized that cartels bolster the vested interests 
of high-cost producers, make prices rigid in a way which probably aggra- 
vates business instability, freeze conditions of over-expansion and promote 
inder-investment, and practice price discrimination which destroys equal 
opportunity. The argument that cartels tend to stabilize an economic system 
is considered at length and discredited on grounds of both logic and experi- 
ence. Instead, the authors conclude that cartel restrictions “strengthen the 
forces pushing toward retrenchment and aggravate the imbalance in the 
economic system.” On the ground that cartels typically aim at preventing 
change, cartel arrangements are also rejected as means of coping with war- 
born maladjustments. 

The authors recognize that particular cartels may serve the interests of 
particular nations in cases in which these nations sell the cartelized product 
to the world at large. But, considering this matter specifically in the case of 
Britain, they conclude that a nation cannot choose to have only those in- 
dustries cartelized in which monopoly control would serve its own interests 
and that a comprehensive system of international restrictive controls would be 
contrary to the British interest. 

Only in the case of raw materials do the authors see any justification for 
adoption of restrictive policies of the cartel type. The volatility of agri- 
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cultural prices and the erratic output of mining are regarded not only as 
problems for the populations whose income is derived from these industries 
but also as factors contributing to general instability. For this reason, the ay. 
thors support governmentally sponsored commodity agreements organized on an 
international scale and designed to prevent fluctuations in agricultural income 
by such devices as buffer stock operations and to assure steady exploitation 
of mineral resources by incentive forms of differential pricing and by tax 
adjustments. They do not, however, discuss the degree of probability that 
commodity agreements will be used along the suggested lines for the suggested 
purposes instead of in other and more restrictive ways. 

The authors recommend a policy designed to curb cartel restrictions, by 
international agreement, if possible, and by unilateral action on the part of the 
United States if necessary. They conceive such a policy as including not 
only direct attacks on restrictive practices, but also modification of patent 
laws to require the compulsory licensing of patents; development of govern. 
ment policies toward research designed to foster the exchange of technical 
information; national and international action to simplify corporate structures 
and to insure disclosure of the ownership and control of large corporations 
and the financial relations between them; reduction or abandonment of 
governmentally established barriers to international trade; and international 
coordination of national monetary policies. 

The Twentieth Century Fund’s Committee on Cartels and Monopoly like- 
wise recommends a policy of breaking up cartels, coupled with concerted inter- 
national action to reduce trade barriers, encourage international investment, 
and, if possible, check depressions. It regards the proposed charter of the 
International Trade Organization as an important, though not sufficient, step 
in making such a policy effective. It emphasizes the possibilities of unilateral 
action by the United States to supplement what is done through I.T.O. by a 
vigorous application of the American antitrust laws. To this end it proposes 
certain modifications of American law, most important of which is repeal of 
the Webb-Pomerene Act in favor of a substitute statute which would subject 
export associations to clearer and stricter rules. It recommends patent reform, 
international if possible and in any case domestic, and the continuation of 
efforts to dismember German and Japanese cartels through the activities o/ 
military government. It lends general support to the I.T.O. policy toward 
commodity agreements but proposes tightening the safeguards in certain 
respects. 

This volume probably will become the authoritative analysis of the eco- 
nomic impact of international cartels. No previous American treatment o/ 
the subject has been so carefully reasoned and so well grounded in iacts. 
Few recent works dealing with any aspect of market policy have shown 
comparable breadth of view, clarity of argument, and temperate balance 0! 
judgment. This reviewer’s enthusiasm cannot be wholly due to the fact 
that on most points his own conclusions agree with those of the authors; 
for in chapters where this is not true, such as that which discusses commodity 
agreements, he finds the same virtues, 
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» faults as the book possesses are subtle ones. Tae critique of cartels 
‘ned in this: volume takes as its starting point an unrealistic assumption 
latively perfect competition as a practical alternative. An instance is 
nage 279, in which a generally free market is said to reduce prices to the 
sins costs of production and to provide a mechanism which allocates 
-esources, organizes production, distributes income, and rations goods in a 
which, though not perfect, is superior to any alternative which society 
been willing to use. To rest the case against cartels upon the belief that 
npetition has such virtues is to give cartels the status of a practicable 
altern ative from the point of view of any one who finds competition un- 
satisfactory either for the economy as a whole or for some segment thereof. 
e sympathy which some socialists display for cartels rests upon this way of 
formulating the issue. Since the authors have made clear the inherently 
restrictive purposes and tactics of cartels, it should be sufficient for them 
to show that whatever imperfections competition may have can only be 
worsened by deliberate anti-productive maneuvers on behalf of group 
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interests. 

There is also in this volume something less than complete consistency as 
to methods of economic analysis. In certain passages, the authors treat the 
policies of cartels and cartel members as maneuvers for position in which 
profits on particular commodities in particular markets may be sacrificed to 
broad strategic considerations. At other points, the marginal analysis is 
applied with full acceptance of its implication that the motive of a trader is 
to maximize his profit on a particular commodity in a particular market. The 
disharmony between marginalism and the facts of life is, of course, not 
peculiar to this volume; and the authors have presented unusually rich ma- 
terial and valuable suggestive passages pointing toward the development of 
an alternative analysis of business positions and their economic significance. 

Corwin D. Epwarps 

Washington, D.C. 


The Basing-Point System. By Fritz Macutup. (Philadelphia: Blakiston. 
1949, Pp. vii, 275. $5.00.) 

Professor Machlup’s new book on the basing-point system may be a disap- 
pointment to many in his wide circle of admirers among professional 
economists. Possibly, however, it will gain him new admirers in the wider 
audience to which it is also addressed. Present, as usual, are his pungent 
style, his sly humor, his gift for clear exposition of complicated matters, his 
masterful use of the analogy. The layman accustomed to dry and technical 
treatises from economists will find this a pleasant change.? 

The author leaves no doubt that he is opposed to basing-point pricing. 
He attempts to prove that it is “monopolistic,” in the sense of involving 
“collusion or oppression,” and emphasizes what he calls “the peculiar interde- 


‘Despite an obvious effort toward simplifiied exposition, however, some technical terms— 
¢.§, Marginal cost—creep in, without explanation, which may make the layman’s perusal 
less happy than was indicated above. 
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pendence between the operation of the basing-point system and the domination 
of the industry by powerful concerns.” In more detail, he argues that the 
system stifles competition, wastes transportation resources, results in higher 
prices and lower output than would prevail under f.o.b. mill Selling, and 
causes mal-location both in the industry using the system and in industries 
using its product. A compulsory f.o.b. mill pricing system is endorsed as 
“the only practical alternative . . . in industries with heavy concentration 
of control.” 

In advocating, to a general audience, a definite position on a subject of 
current public controversy, an economist has to try very hard to refrain from 
slipping into the tactics of a debater. Professor Machlup has largely avoided 
this temptation. That he has definite views is clear. Yet only occasionally does 
persuasion possibly interfere with enlightenment. Once or twice, making 
opponents look ridiculous seems to take precedence over discovery of the 
truth. Conclusions are occasionally stated with what may be objectionable 
dogmatism and absence of appropriate qualification. Some may dislike the 
ways in which Machlup disposes of contrary views on the part of other 
economists. They are either not economists (“What can be so offensive and 
so appealing in a pricing method that economists would attack it vigorously 
while professors of marketing come forth to defend it?”); or they have been 
“paid witnesses” for “vested interests,” and one wonders “how much of a 
bias is apt to creep into their thinking, in spite of their good intentions”; or 
they can be dismissed as spinners of abstract theories (“Almost anything 
can happen in this brave world. Economists have much imagination and 
succeeded in developing theories of a noncollusive development of the basing- 
point practice under oligopolistic conditions. .. . In a rather technical paper, 
Professor Smithies concluded, after complicated analysis . . .”’). 

But the disappointment suggested in the opening sentence is not over such 
relatively trivial matters of presentation. It is more fundamental. To the 
professional student of price policies, the disappointment will be primarily that 
the book does not say a great deal that is new. There is neither new factual 
material, nor, more important, much really new, rigorous, theoretical analysis 
of major issues. As the author insists, the problem of the basing-point system 
is essentially a theoretical problem. From a master of pure theory, we might 
have expected some new abstract analysis at a high level of intellectual rigor. 

There are, to be sure, some excellent pieces of exposition and analysis. Many 
controversial points are illuminated. There are other parts of the argument, 
however, that are less than completely convincing. In the approach to one of 
the most crucial problems, Professor Machlup’s analysis is even deceptively 
non-rigorous. The systematic discussion of relative price levels under basing- 
point and f.o.b. pricing comes on pages 204-9. The following sentences repre- 
sent, fairly, I think, the heart of the exposition: 


Assume that an industry is forced to switch suddenly from basing-point 
pricing to uniform f.o.b. mill pricing. Assume further that the level of mill 
net prices is to stay unchanged. In this case each mill will set its f.o.b. mill 
price at the figure of its previous average mill net price... . 
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First, savings may be effected by using the cheapest means of trans- 
‘ation for shipments where alternative means |e.g., water] are available. 
This should reduce some delivered prices even if no orders are transferred 
» more distant to closer mills. But, secondly, there will be a tendency 
or consumers to place order with mills from which the freight cost is 
west... 
“Upt 0 this point, the benefits to consumers have all come out of savings 
in freight costs... . 
When consumers in their attempts to save unnecessary freight costs 
transfer orders to closer mills, some producers may find their sales volumes 
shrinking so badly that they must start competing for more business. This, 
under the uniform f.o.b. mill price system, would take place chiefly through 
the lowering of their f.o.b. mill prices... . 
F reasons explained earlier, producers faced with the necessity of 
m1] ipeting for business will probably no longer have the inhibitions against 
lowering prices that they had under the basing-point system. In short, price 
competition will have come into play. 


Note, now, the second and third sentences: “Assume further that . 
each mill will set its f.o.b. mill price at the figure of its previous average 

jill net price.” Nothing that follows justifies nor removes this assumption.* 
suppose, however, that we “assume” something else: namely, that each 

base) mill makes its previous base price its new f.o.b. price. There is not 
space for a rigorous demonstration (which the reviewer believes can be 
supplied) that at least under certain assumptions the mill shifting to an f.o.b. 
system would set the same f.o.b. price as its previous base price. /n any case, 

we are merely to start by “assuming” something, this is no more ridiculous 
an assumption than Machlup’s. But in this case, the level of delivered prices 
to consumers would not initially be lower. 

To be sure, we still have the second reason for price reduction: competition 
for business by mills whose sales have declined. But, as Machlup himself 
admits, this is as good a reason for other mills (who have gained business) 
to raise prices, particularly if there is little unused capacity. Suppose, however, 
that the redistribution of business does result in an outbreak of price compe- 
tition, because the mills that lose sales will seek to regain them and the 
mills that gain sales previously had unused capacity, and seek to hold their 
enlarged business. This is possible. But if the switch in pricing systems 
redistributes business (as it almost surely would), it is because the locational 
forces are different under the one than the other system. What might occur 
is some distress selling by badly located mills (i.e., badly located under the 


he reader should be warned that Professor Machlup feels I have made an unjust error 
{ interpretation here. He points out that the argument that changes in mill prices would 
irise from competition for business removes the initial assumpton of unchanged mill nets, 
s made only for purposes of exposition. I do not believe I have been unfair. The 
indicates his method, which is to start from an assumed price level and indicate 
lorces operating to change it. Perhaps I could better have expressed my criticism by say- 
ng that this procedure seems a poor substitute for an analytical solution which would 
lentify “equilibrium” levels of price under each pricing arrangement, and then com- 

ire them. This Machlup never does. 
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new system). But if mills had “grown up” under f.o.b. pricing, or ajtey 
locational readjustments following a shift in pricing method had occurred, 
this force in the direction of price competition would not exist. It js not 
inherent in the f.o.b. method of pricing. 

Nevertheless, the nature and strength of competitive forces under the two 
systems are different, in ways that are subtle and hard to evaluate, The 
reviewer ventures the opinion that a realistic comparison of the price results 
under the two systems can be made only industry by industry, with carefy! 
regard for the many physical and institutional facts—such as, for example, the 
particular geographic configuration of markets, and the trends of demand 
in these markets. In the absence of such special consideration, it appears 
difficult to make dogmatic judgments as to relative price levels under {.o). 
and basing-point pricing. 

But there is a third alternative, freight absorption without a basing-point 
system. Although Professor Machlup has little discussion of this possible 
arrangement, he admits that unsystematic freight absorption may be a 
powerful competitive force. Some, in fact, fear that ability to discriminate 
locally (coupled with imperfect knowledge) can lead to “ruinous” competition, 
in which delivered price in each local market gets reduced to the bare level 
of delivered marginal cost of the seller with the second-lowest delivered 
marginal cost in that market, and socially desirable investment retarded. 
Thus compulsory f.o.b. mill pricing might be the best thing that could happen 
from the standpoint of firms in some industries. If the only legal form of price 
competition required reducing all prices to reduce any, the impetus to price 
cutting might disappear completely; while the prohibition of freight absorp- 
tion would remove any temptation to a costly form of non-price competition. 

It seems possible that the strange and often confusing ambivalence of some 
basing-point defenders results from a perhaps unconscious switch in the 
comparison being made: (as compared with non-systematic discrimination) 
basing-point pricing provides stability against cut-throat price warfare— 
hence the system can be defended as a barrier against “ruinous” competition; 
but (as compared with compulsory f.o.b. pricing) prices would not be re- 
duced if basing-point pricing were outlawed, because it is ridiculous to assume 
that oligopolists simply wearing new clothes would immediately become short- 
sighted enough to compete in price. Machlup’s best point here, I think, is his 
emphasis upon the importance of domination by the big firms: the latter 
might not wish to compete under f.o.b. pricing, but their smaller competitors 
might, and ending of freight absorption would deprive the big firms of the 
opportunity for oppressive retaliation through the practice of intensive sales 
cultivation er price reductions in the local markets of small sellers who stray 
from the fold. But one may wonder whether other bases for oppression 
might not remain.* 

*It is necessary, I think, to distinguish two purposes for oppression. One is to preven 
small firms from upsetting the applecart by price cutting. Oppression may or may not be 


necessary to achieve this result—the small firms may be as far-sighted as the large, and 
their own profit prospects, “intelligently” viewed, may lead them to refrain from action 
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= This brings us back again, then, to the issues of collusion and oppression, 
od «hich Professor Machlup makes so central. There can be no doubt that overt 
™ -ollusion has often figured in basing-point pricing; some of its most absurdly 


wasteful results can only be so explained. Likewise, the existence of oppression 
‘s the only possible explanation of part of the history of base prices. But 
“he there remain the very large areas of questions as to the meaning of collusion 
Its and oppression when numbers are small and industries mature, and whether 
our legal tools are sharp enough to cut away collusion and oppression what- 
the ever the pricing system followed. Those who fail to join Professor Machlup’s 
crusade against basing-point pricing perhaps do so basically because of 
joubts on this score. 

rb. Certainly, Professor Machlup has made some valuable contributions to the 
basing-point controversy; but he has not provided all of the answers, and 
we can be sure that the controversy will continue. 


GARDNER ACKLEY 


Ji 
| : University of Michigan 
om Maintaining Competition: Requisites of a Governmental Policy. By CoRWIN 
ol D. Epwarps. (New York: McGraw-Hill. 1949. Pp. xi, 337. $3.75.) 
red The avowed purpose of this volume is to describe the content of a govern- 
ed. mental policy designed to maintain “the competitive system” in the United 
Jen States. The system thus to be preserved is simply one in which most markets, 
‘ice with the exception of natural monopolies, are primarily regulated by the 
‘ice active rivalry of the participant sellers and buyers. It is “simpler, cruder, and 
rp- less comprehensively beneficial than the perfect competition of classical 
on. economics”; it admits of imperfect knowledge, confused motivation, product 
me differentiation, selling efforts, and the recognized interdependence of rival 
the firms. As such, this competition is not a sufficient automatic regulator of the 
n) economy, but it should be sought as one goal of a broader public policy 
ee aimed at maintaining a stable and prosperous economy. 
on: The essence of this competition is found in “access by buyers and sellers 
re- to a substantial number of alternatives and in their ability to reject those 
me which are relatively unsatisfactory.” Its general structural requirements are: 
vt: (1) an “appreciable” number of sellers and buyers for each general sort of 
his good; (2) inability of any trader by virtue of size to coerce his rivals; (3) 
‘ter responsiveness of traders to profit-loss incentives; (4) no commercial agree- 
ors ments among sellers or buyers; (5) relatively easy entry to any market; and 
the (6) no artificial barriers to buyer-seller relations and no artificial preferences 
sles to individual sellers or buyers. 
ray The policy appropriate to the maintenance of such competition involves, 
ion 
that would ultimately leave all firms—large and small—in a worse position. The other 
situation involves possible conflicting interests between small and large firms. For example, 
vent maximization of profits by one (large) firm may require that other (smaller) firms at a 
t be aistance remain non-base mills, or set higher base prices than is in their own interest to 
and do. This can be achieved only by domination, because it involves a transfer of potential 
tion profits from one to the other. 
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first, an attack on undue concentration, collusion, and barriers to entry 
within the designated “competitive” areas, and second, a careful formulation 
of policy in the regulated non-competitive areas in order to avoid publicly 
sponsored private cartels and to secure reasonably competitive results under 
regulation. 

With this general preamble, Mr. Edwards proceeds to examine various 
aspects of the problem at length, being mainly concerned with the detailed 
goals of a public policy toward competition and with detailed suggestions {or 
legislative and administrative reform. He turns attention first to restrictive 
agreements among traders, which he holds to be generally undesirable regard- 
less of allegedly beneficial intent. Explicit agreements should be directly 
attacked; tacit collusion should be undermined by attack on “supplementary 
collusive uniformities”’ such as detailed agreements on terms of sale, etc.: price 
leadership should yield at least in part to attack on coercive tactics and on 
undue disparities in size of firms. For these purposes, in spite of some 
unfortunate turns of interpretation, the substantive content of the existing 
antitrust laws is generally adequate, although codification of a list of specific 
practices which are generally regarded as objectionable would be helpful. 

There are, however, numerous exemptions applicable to private agreements 
which should be removed or modified. Edwards argues that the Webb- 
Pomerene Act should be repealed, together with resale price maintenance 
legislation. The special exemptions allowed to agricultural cooperatives should 
be restricted by excluding from membership in exempt cooperatives all 
corporations and any persons not primarily engaged in growing crops. Co- 
operatives should be prohibited from coercive actions and attempts to 
monopolize, and the Agricultural Marketing Agreements Act should be 
repealed outright. 

The author is less forthright, however, in the knotty case of labor. After 
considerable weighing of pros and cons, he limits himself to the proposal 
that the Apex-Hutcheson doctrine be modified by an act which would clearly 
distinguish commercial competition from labor relations and would make 
unions fully subject to the antitrust laws so far as their activities aim at 
control of commercial competition. The monopolistic activities of unions 
within the proper sphere of labor relations are left for treatment by special 
legislation and are considered ‘“‘apart from the antitrust laws and even apart 
from the competitive policy.” 

The problems of concentration of market control and of economic power 
are found to occur with respect to simple horizontal monopoly, vertical 
integration, and overgrowth of the giant diversified firm. After examining the 
adverse consequences of such types of concentration, the author considers 
the complexities of the simple horizontal concentration within the single 
industry. He concludes that most of the real (as opposed to strictly pecuniary ) 
economies of scale are ordinarily fully exploited within the single plant, that 
the arguments for real economies of scale to multi-plant firms are unsubstantial 
or overrated, and that there are many instances where such firms could be 
dissolved with economic advantage. For purposes of policy he would find the 
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try number of firms unduly small (and thus seek dissolutions) “when the 
‘ion buver no longer encounters substantial variations in business policy; whether 
ly this) is due to single control, to agreement, or to mutual forbearance 
der among a few large enterprises”; he would also find a firm to be unduly large 
“when it habitually engages in acts of intimidation and coercion against 
ous ts rivals].” When either of these results is definitely threatened, similar 
iled intercession is recommeded as a reasonable precaution. Objectionable verti- 
for cal integration would be found first wherever a firm with a legal monopoly 
tive in one field enters another in which monopoly is unlawful (this should be 
ard- forbidden); or wherever there is a substantial and not clearly justified dis- 
ctly proportion in the sequence of a vertical integration which greatly disad- 
tary vantages non-integrated competitors. Excessive firm size per se would be 
rice found where a firm “has coercive power or is habitually able to cbtain dis- 
| on criminatory privilege.” 
ome For attainment of the policy goals thus implied, the author relies in part on 
ting “environmental changes.” He would establish a federal incorporation for 
cific interstate firms and would limit the use of holding companies, interlocking 
I. ownership, intercorporate loans, and interlocking directorates, though to a 
ents not precisely specified degree. He would amend Section 7 of the Clayton Act 
ebb- to forbid all acquisitions of the stock of competing firms, without any test of 
ance results, and would add legislation limiting intercorporate acquisitions of 
ould capital assets under rules designed to check the growth of monopoly or 
all great firm size. He would also favor legislation and taxation to preserve the 
Co- impartiality of banks, discourage excessive reinvestment of earnings by large 
5 to firms, and assist the growth of small enterprise. 
| be With respect to direct attacks on existing concentration, however, he is 
less explicit. He does favor definite legislation affecting integration by legal 
iter monopolies, and would establish at law a rebuttable presumption that simple 
)0sal bigness in excess of some maximum size is against the public interest and 
arly hence illegal. But he is not too clear about the simple trust-busting job im- 
nake plied by any application of his standards of undue fewness in the single 
n at market. This reader received the impression that he stakes his main hope 
ions on a revision of judicial interpretations of the Sherman Act to accord with such 
ecial standards. 
part For the balance of his policy, Edwards would direct attention to limiting 
coercive activities and to facilitating easy entry to markets. Various explicit 
— proposals are advanced concerning discrimination (including some revisions 
tical of the Robinson-Patman law), tying contracts (requiring a strengthening of 
, the Section 3 of the Clayton Act), reciprocal buying, etc. Basing-point systems 
ders would be outlawed but sporadic freight absorption permitted. Limits would be 
ingle placed on exclusive dealing arrangements, and modification of local licensing 
ary ) and regulatory laws which unduly restrict entry would be sought. 
tae In an excellent brief treatment of the patent law problem (pp. 216-48), 
ntlal Edwards concludes that we should (1) secure a better procedure for scrutiny 
As of patent applications and disclosure of the inventions patented; (2) require 


compulsory licensing where needed to safeguard against non-use or abuse 
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of patents; (3) require cross-licensing where patents are complementary: 
(4) make patent pools non-exclusive where the patents pooled are a source 
of substantial economic power; and (5) prohibit exclusive, discriminatory, 
and restrictive licensing in fields of use for a patent where the patentee does 
not operate. 

After a number of warnings anent the scope and nature of controls ip 
non-competitive regulated areas, the author turns to administration. Some o; 
his major proposals here are (1) for the establishment of a “central competi. 
tive agency” charged with coordination and appraisal of the activities of semj- 
autonomous regulatory agencies and with recommending changes to them or 
to Congress; (2) for a quadrupled staff for the Federal Trade Commission 
and the Anti-Trust Division; (3) for various changes in law and procedure 
affecting consent decrees, penalties in civil suits, subpoena power in such 
actions, and rules of evidence in antitrust cases; and (4) provision of a rule. 
making power for the antitrust agencies. His analysis of the administrative 
and litigatory problems which underlie these proposals is good. 

Taken as a whole, the work presents a well-balanced and comprehensive 
program for the preservation or rejuvenation of a workable free enterprise 
economy in the United States. Its principal contribution perhaps lies in the 
elaboration of an array of legislative changes and innovations consistent with 
the vigorous pursuit of the American antitrust policy and philosophy, and 
in the testing of each suggestion in the light of empirical limitations and eco- 
nomic logic. Its weaknesses are those generally intrinsic in efforts of this 
sort. It does not demonstrate nor adequately analyze the extent to which 
market behavior would be altered by the implementation of its various pro- 
posals. It points to aspects of economic structure or behavior which seems 
adverse to good over-all performance, and rests on the assertion that if these 
were remedied things would be somewhat better. The standards of desirable 
structure and behavior are at crucial points vaguely defined, with heavy 
reliance upon terms such as “substantial variations in business policy,” “ap- 
preciable” number of sellers, “coercive power,” etc. We could better assess the 
potential merit of Edward’s policy if we knew more exactly what these terms 
mean to him or would mean in practice, and if we could thus guess at the 
sort of economic behavior which would emerge from market situations which 
met his standards. The labor issue is rather casually passed over, although 
it seems integral to the general problem attacked, and the embarrassing issues 
of tacit collusion and price leadership are viewed hopefully but certainly not 
resolved, Nevertheless, Edwards has put forward a systematic program for 
experiment which is well worth further analysis and evaluation. 

Jor S. Barn 

Berkeley, California 


Pricing of Military Procurements. By JoHN PERRY MILER. (New Haven: 
Yale University Press. London: Geoffrey Cumberlege. 1949. Pp. xi, 
292. $4.00.) 


This book is an excellent summary and appraisal of the economic signifi 
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tary; ; military procurement policies before 1939 and during World War II. 


ource It concludes with recommendations as to procurement policy in a society at 
atory, peace but with large military expenditures continuing. The book is well writ- 
does ‘en, the points made are Clearly stated, and the author makes explicit the 


point of view from which his analysis stems. A final chapter presents the 
opinions of a conference on pricing military procurement which critically re- 
viewed an earlier draft of Miller’s book. 


ols in 
me of 


npeti- The emphasis throughout is on pricing. While recognizing that the over- 
semi- riding purpose of military procurement is to secure necessary military sup- 
em or plies, it is contended, nevertheless, that this can be done more effectively by 


determining prices which places upon the supplying contractor some impelling 
reason for conserving labor and materials. Underlying this general desire to 


ission 
‘edure 


such use the price system to promote efficiency along the lines of Cassel’s “Eco- 
. Tule- nomic Principle” there is the desire to “preserve our democratic institutions, 
rative individual initiative, and the decentralization of decision-making” (p. 16.). 
In times of peace but large military expenditures (crisis times), it is recog- 
ensive nized that the competitive price system must be buttressed with fiscal and 
prise monetary policies which “avoid chronic tendencies toward unemployment on 
in the the one hand and inflation on the other” (p. 9). War will, of necessity, bring 
t with other controls including specific price controls, priorities, limitation orders and 
1, and allocations. These may aid in proper pricing of military procurement in war- 
d eco- time but will not dispense with it. The pricing of military items, it is argued, 
f this should generally be left to the military services. Even in wartime the author 
which believes that monetary and fiscal policies can accomplish much and thus make 
$ pro- less imperative the detailed regulation of prices. 
seems Negotiated contracts rather than competitive bidding is recommended as 
- these the best device for setting prices which will relieve contractors of those risks 
sirable over which they have no control, while at the same time allowing them to 
heavy bear risks which they may reduce by good management and efficiency. The 
? an. incentive for such improvement is the added profit which good management 
sg the brings. The control of raw material prices and of wages may aid this process 
terms by reducing the risk factors which are beyond the control of the contractor. 
at the Other devices, such as accelerated depreciation, government constructed facili- 
which ties and government purchased equipment and special materials are all recog- 
hough nized as having merit for this same reason. Renegotiation of profits, while 
issues having morale-building advantages, has some considerable disadvantages, 
ly not since the efficient producer who has reduced cost may be allowed no more, and 
m for perhaps less, profit than the inefficient who have raised costs. It also creates 
the tendency to think of close pricing as less important because profits are con- 
AIN trolled. 
_ The author clearly indicates that the negotiated contract is not a simple 
‘ormula. It is a way of constructing contractual terms which, if based on 
faven: sound information, can meet the various purposes of the military services and, 
, xi¥, at the same time, take into account different problems of the suppliers. Trained 
personnel are essential as is a general spirit of cooperation for a “fair deal.” 
ignifi- It also requires that purchasing and specification drawing be more closely 


integrated, 
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This reviewer is firmly convinced that the “formal bid” procedure is almost 
worthless under present industrial practices. That an intelligently negotiated 
contract is superior seems evident to him. But in wartime the intelligent and 
well-informed negotiation of close price terms is difficult and perhaps impos. 
sible in many instances. It is, however, about the only method that is at aij 
workable so long as the contractual program must be carried forward in terms 
of a purchase and sale for a price. The effectiveness of price in promoting 
economy of resources is extremely difficult to prove. The mass of accounting 
data may, in many instances, not really reach to the root of the real cost 
which should be reduced. The advantage of securing the contractors help in 
being economical is desirable, but how effectively this can be done through 
close pricing, particularly in war time, is questionable. Miller’s conclusion 
(p. 221) that the World War II “evidence of the over-all effectiveness of the 
services’ pricing policies and procedures is not conclusive” would be further 
emphasized by the reviewer. The fact that we won the war, that we carried 
through the greatest procurement of any military enterprise in world history 
or that ‘“‘once conversion to war production had been effected prices negotiated 
on military contracts became increasingly reasonable” (p. 221), are not per- 
tinent to the special point of economical use of resources through pricing. 

That what can be done by this method should be done, is certainly obvious 
that it may be considerable in peacetime, given intelligent and honest per- 
sonnel, is probably true; but in wartime, when under great pressure to make 
every resource count, other more positively effective devices will be required 
irrespective of their authoritarian character. 

RAYMOND T. BowMAN 

University of Pennsylvania 


Land Economics; Agricultural Economics; Economic Geography 


Urban Land Economics. By Ricuarp U. Ratcuirr. (New York: McGraw- 
Hill. 1949. Pp. xii, 533. $5.50.) 

To the reviewer’s knowledge, Ratcliff’s work is the first text on urban land 
economics since 1928 when the real estate boom of the ’twenties was on the 
wane. In the interval, profound changes have occurred in urban land use and 
public attitudes toward land use problems, and some progress has perhaps been 
made in our understanding of land use phenomena. In the interval, too, texts 
on principles of urban real estate have covered much of the ground usually 
encompassed in urban land economics, but neither subject matter nor analyt!- 
cal treatment was quite commensurate with the requirements for a text on 
urban land economics. On the other hand, texts on general land economics 
devote most of the space to non-urban land uses. . 

Thus, the appearance of the first text within twenty years would, of itsel!. 
command unusual interest. This interest is heightened by Ratcliff’s systematic 
and comprehensive approach to the subject and by a presentation reflecting the 
author’s experience in applied research as well as in teaching. A grea‘ deal 
of empirical material brought together under one cover should increase the 
usefulness of the book for classroom purposes. Unquestionably, this is the 
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.; inclusive and advanced text on the subject, and one that reflects the vast 
+ anges in this field during the past two decades. 
~ After an introductory chapter on the institutional aspects of real property, 
Ratcliff devotes two chapters to the city as an economic and social complex 
and a chapter each to the demand for housing and for non-residential space. 
Che supply side is covered by four chapters on the construction industry, the 
wilding process, and financing, including the federal financing aids. The 
‘nteractions of demand and supply are treated in two chapters on urban land 
market functions and organization and on the housing market. Land income 
and value as well as city growth and structure are analyzed as products of land 
market forces. The final three chapters are given over to a brief discussion of 
urban land policies generally and a more detailed discussion of housing 
nolicies. Thus, the text in sixteen chapters covers a broad range of subjects 
held together by the author’s focus on the market concept. 

Into this framework Ratcliff has been able to inject additive materials, 
such as his detailed observations on the so-called filtering process in housing 

on retail locations. His dispassionate discussion of current housing prob- 

ms and policies, comprising about 100 pages, is not only useful but refresh- 

ing at a time when the issues are beclouded by emotional approaches and ex 
parte statements. 

In the selection and organization of subject matter as well as in the 
wnalytical treatment, Ratcliff’s text is a significant reflection of the present 
state of the arts” of urban land economics. By the same token, the book 
raises questions directed toward the contents of the discipline rather than 
toward Ratcliff’s truly substantial contribution. Urban land economics has as 


nancing, city growth, and the theories of land value and urban locations are 
always in danger of doing justice to only a few of the subjects (even in a 
524-page text such as Ratcliff’s). Concentration on a more limited range of 
subjects would probably advance progress in a discipline which the author 
himself characterizes as “immature.” For example, Ratcliff, in Chapter 13 
mn “City Growth and Structure,” highlights two basic problems of urban land 
use: the relationship of land use to the site and the evaluation of space 
relationships. These two problems would bear much more extensive and pene- 
trating analysis than is possible in an all-embracing framework of urban 
land economics. 

Urban land economics is as yet preoccupied with descriptive materials and 
institutional analysis, which tends to obscure such principles of urban land 
economics as may be developed, and makes it difficult for the student to 
identify the theoretical structure. The linkage between general economic theory 
and principles of urban land use is yet to be more fully established. It is 
perhaps characteristic that even Ratcliff, who is more conscious of the need 
for a theory of urban land use than most writers in this field, and more 
successful in developing it, devotes twice as much space to the administration 
of real estate taxes as to the incidence of taxation. 
ince urban land economics finds it difficult to delimit the field and 


t t ine its field. Attempts to treat within a general framework the ad- 

mitt topical housing problems, construction economics, real-estate fi- 
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emphas. .s descriptive analysis, the materials furnished to the student more 
often tha not lack balance. As an illustration, 21 pages each of the present 
text are devoted to central issues in urban land economics such as land va] ues 
and market functions; in contrast, 73 pages deal with credit and financing 
and 170 pages with various aspects of housing and housing policies. 

Urban land economics has as yet to resolve the difficulty of focusing on 
the market concept while recognizing the importance of non-economic 
determinants of land use phenomena. The author shows full awareness of this 
problem but, when the chips are down, falls nevertheless into simple economic 
determinism, as in the statement that the city structure “is determined through 
the dollar evaluation of the importance of convenience” (p. 375). 

Let it be said again that these comments do not detract from the real value 
of this text. It is because of the representativeness of Ratcliff’s approach and 
its generally high quality that his book raises questions as to the orientation of 
urban land economics as a discipline. 

LEO GREBLER 

Institute for Urban Land Use 

and Housing Studies, 

Columbia University 


Labor 


Partners in Production—A Basis for Labor-Management Understanding. By 
the Labor Committee of the Twentieth Century Fund, assisted by 
Osgood Nichols. (New York: The Twentieth Century Fund. 1949. Pp. 
ix, 149. $1.50.) 

This small volume is the sixth of the series of reports by the Labor Com- 
mittee of the Twentieth Century Fund. The volume, according to its fore- 
word, formulates “. . . a new philosophy of labor-management relations on 
which both labor and management could agree.” The present membership of 
the committee consists of Chairman W. H. Davis and Messrs. J. A. Brownlow, 

W. L. Chenery, H. Coonley, H. W. Payne, S. H. Slichter, H. W. Steinkraus, 

and E. E. Witte. 

Chapter 1 poses the problem of conflict or cooperation in labor-management 
relations. The committee finds some evidence that cooperation is growing in 

the small percentage of working time lost in strikes (even in 1946), in a 

decline in bitterness in strikes (because employers did not attempt to operate), 

and in a shift in attitude as union organizers have been replaced by at- 
ministrators and as employer belligerency has waned. The contention is als 
supported, they believe, by the observations (1) that few employers have 
taken advantage of the Taft-Hartley Act and (2) that events have discredited 
the Marxian concept of class struggle. 

The second chapter, “The Goals and Attitudes of Labor and Manage- 
ment,” constituting nearly one-half the book, is a useful introduction t 
much of the literature on worker and management motives. It consists of 4 
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h and Dickson, W illiams, Mathewson, Tannenbaum, 
Harbison and Dubin, Drucker, Chamberlain, and others. 

In Chapter 3, the goals of labor and management are classified and 
evaluated under three headings: mutual goals, seeming conflict, and real 
conflict. A mutual goal is involved in the worker’s desire for advancement. 
This can be met by a secure union if it gives up strict seniority in promotions. 
Seeming conflict is involved in such issues as the introduction of technological 
ch :nges and the problem of managerial prerogatives. To the latter issue the 

lowing possible solution is advanced (pp. 107-8): (1) Let the content of 
icies be a proper matter for bargaining; (2) Let the administration of the 

ly accepted policies be management’s responsibility, subject to (3) the 
are in’s freedom to invoke the grievance procedure. Thus the committee, in 
common with many other observers, rejects the idea of blocking out a proper 
subject matter for collective bargaining. To the committee, unions generally 
do not want to take over the job of management. 

Real conflict is involved between labor’s desire for security and manage- 
ment’s desire for profits. Potential compromises include full acceptance of the 

1, stabilizing employment, severance pay, pensions, and evoking the will 
o work. 

[he “new philosophy” toward which the report is pointing is actually the 
old solution of “industrial democracy,” some aspects of which have been 
described earlier by such writers as the Webbs, Slichter (industrial juris- 
prudence and union-management cooperation) and Bakke (mutual survival). 
The philosophy is not expressed here precisely as indicated by the following 
two quotations of different import and emphasis: 


A contribution can be made toward the solution of the problem of the 
age—the relationship between people—by letting the citizens of the nation’s 
shops govern themselves; that is, to the extent that it is practicable and 
they are ready and able (p. 131). 

The Committee therefore recommends: That in all plants in which there is 
union representation management and organized labor assume responsibility 
for the integretation of the union into the plant organization as an effective 
channel of two-way communication from managers to workers and from 
workers to managers (p. 147). 


The implications of labor “participation in exchange for responsibility” 
are not spelled out. In this connection Professor Slichter’s examination of the 
reasons for the failure of some union-management cooperation plans is rele- 
vant. Also comparison with the Catholic, socialist or communist plans advo- 
cated by some union leaders would be desirable in order to indicate that 
industrial democracy is a means to different ends. 

The above paragraph implies that, like its predecessor, Trends in Collectiv 
Bargaining, this book is somewhat mistitled. It is by no means a comprehensive 
discussion of the problems of partnership in production. The goal is stated, 
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but the decision to use the slick-magazine style and level of writing apparently 
inhibited the analysis of it. In the reviewer’s opinion, development in greater 
detail of the ideas advanced in the last two chapters would prove more cop. 
vincing to labor and business leaders. 
F. S. Doopy 
Boston University, College of Business 
Administration 


Labor in Postwar America, Edited by Cotston E. WaRNE and Associates 
(Brooklyn: Remsen Press. 1949. Pp. xii, 765. $10.) 


This is a successor volume to War Labor Policies (Volume 1, Yearbook 
American Labor), published in 1945. The two volumes are essentially similar 
in organization and treatment, though several of the editors and about two- 
thirds of the contributors have changed. Such differences as exist are dye 
primarily to the shift from a wartime to a peacetime economy, with the 
attendant relinquishment of governmental controls over wage, price, and 
manpower policy, and the corresponding growth in scope and importance o| 
collective bargaining. Sections on labor and the government, wartime union 
policies, and international relations of labor have been dropped, and a section 
added dealing with developments in labor legislation. Similarly, changes have 
been made in the specific topics included in some of the sections. Thus the list 
of key industries surveyed has been expanded to include a number not vital 
in war but significant in the peacetime economy, and chapters have been 
added on industrial relations in occupied Germany and Japan. 

The thirty-one contributions that comprise the present volume, except for 
the concluding chapter, are grouped under five main headings: postwar setting, 
changes in American labor conditions, developments in labor legislation, labor 
relations in key industries, and labor relations of special groups. In addition, 
there are several appendices, including a chronology of the stabilization pro- 
gram after VJ-Day, a detailed analysis of the counter-march in labor legisla- 
tion, and a roster of American labor unions. 

An enormous mass of information dealing with virtually all important 
aspects of labor relations in the immediate postwar years is analyzed, or- 
ganized, and presented in usable form by the thirty-five specialists whose 
contributions make up the volume. Some of them, holding governmental 
research or administrative posts, report developments in the areas with which 
they are officially concerned. The bulk of the contributions, however, come 
from academic economists rather than government officials, reversing the 
distribution of authors in the earlier volume, Though this should permit much 
more in the way of critical analysis, the emphasis in the volume is on straight- 
forward factual presentation. Indeed, with three dozen contributors and 
editors, any other treatment would have created fresh difficulties, and impaired 
the volume’s usefulness as a reference manual. 

The structure of the volume makes for some overlapping. With separate 
chapters, for example, on Supreme Court labor decisions and on industrial 
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jjons in coal, inevitably there is some repetition, for certain leading cases 
_.< he treated in both chapters. Similarly, different authors cannot write on 
: hd closely related topics as decontrol of wages and prices, basic labor 

aditions, and urban price trends without touching on similar developments. 
or By the time the reader comes to the detailed story of industrial relations in 
setting industries such as coal, steel, or automobiles, he has been made 
nil ar by earlier chapters with many of the important issues, now to be pre- 
-ented in a different context or from a somewhat different point of view. 


rently 
reater 
Con- 


‘ates “This is not a book designed to be read through; it is too choppy for that, 
nce it lacks a story that flows though the volume. Rather each chapter is 
ok of , unit in itself, telling a complete story of its segment of the vast and compli- 


milar cated postwar labor drama. The grouping of topics lends order and some 
two. cohesiveness to the volume, and a concluding chapter by Dorothy W. Douglas, 
> due \ Balance Sheet for Labor,” pulls together some of the strands and gives 
h the e appraisal of significant postwar trends. Students will find the volume 
helpful as a quick reference manual for labor developments following 


- 9 ar, and teachers will find many of the chapters useful as supplementary 
union 
ction WI here a volume is made up of so many separate contributions, all of them 
have ompetently and many of them unusually well done, it is difficult for the 
e list viewer to single out some for special attention without being unfair to the 
vital remainder. Any selection made may be a better index to the interests of the 
heen reviewer than to the quality of the contributions. Nevertheless, if this reviewer 
were to mention any single contribution, it would be the detailed analysis of 
"= the conservative swing in federal and state labor legislation prepared by 
ting David Ziskind. Emily Clark Brown is among the others who make very able 
labor contributions to the volume. 


ition. Colston Warne and his associates have done their job in a competent 
: scholarly manner, Their comprehensive survey of postwar labor develop- 
should serve as a valuable reference source for many years to come. 
JorEL SEIDMAN 


pro- 
visla- 
rtant University of Chicago 
Or- 


0 Labor in Norway. By WALTER GALENSON. (Cambridge: Harvard University 


Press. 1949. Pp. xiv, 373. $5.00.) 

Few books have explored the institutions and the policies of a country in 
their bearing on industrial relations and the role of labor in the community 
with such insight and thoroughness as Dr. Galenson’s Labor in Norway.” 
Being in complete agreement with this introduction to the foreword by Pro- 
fessor Sumner H. Slichter, I may as a Norwegian add that “few books” 
may well be substituted by “no book” if “a country” is substituted by 
‘Norway.” 

Dr. Galenson who is assistant professor of economics at Harvard Univer- 
sity, conceived this study while he was serving as labor attaché to the Ameri- 
can Embassy in Oslo during 1945 and 1946. This work brought him into 
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intimate contact with Norwegian experts on industrial relations and with 
influential individuals within the Norwegian government, The Employer: 
Association, the Trade Unions, and the political parties. The author utilize 
this opportunity remarkably well. He has succeeded not only in giving a 
correct and thorough discription of Norwegian institutions and policy; but he 
has also clarified in an excellent way the major problems which the Norwegian 
labor movement is confronted with today. 

The opening chapters of Dr. Galenson’s book deal with the history and 
structure of the labor movement and the employers’ organization Among 
other things he points out that the Norwegian trade unions are considerably 
more centralized than the American and that during several decades they 
have supported the Labor Party which in 1945 gained the majority of the 
Norwegian Parliament (Stortinget). A corresponding unlikeness on the 
employers’ side is the willingness of Norwegian employers to delegate the 
handling of labor relations to specialists of the Employers’ Association. 

Next are considered the Norwegian attempts to mitigate the effects of 
industrial strife through legislation, and also the history and results of the 
industrial relations process. Of particular interest is Dr. Galenson’s discussion 
of the Norwegian experiment with mediation combined with a “cooling off” 
period, and of the distinction between “disputes over right” which are handled 
through a Labor Court and “disputes over interests,” which are handled 
differently. Furthermore, a thorough analysis is made of the intricate pattern 
of industrial labor practices that have been embodied in the written collective 
agreements governing conditions of work for most Norwegian employees. 

The remaining one-third of the book, dealing with the impact of a labor 
government upon the labor market, is introduced by a concentrated and well- 
balanced description of postwar Norwegian economic control and planning. 
The ensuing chapters dealing with postwar labor legislation and wage deter- 
mination, and with the problems of trade unions under a labor government, 
present a most interesting analysis of labor against the background of the 
general economy and economic policy. Dr. Galenson has correctly pointed 
out that the achievement of political power by labor has implied a fundamental 
change in the essence, if not in the form of employer-employee relations. The 
trade union’s bargaining power has increased greatly, and the trade unions 
have attained an important influence on economic policy in general. This 
increased responsibility has resulted in a changed attitude toward the strike 
weapon, toward scientific management, toward wage incentive plans, etc., 4 
change which is still going on. The reviewer agrees with Professor Sumner H. 
Slichter in his statement that “The most important part of the book is Dr. 
Galenson’s penetrating discussion of the effect of power upon trade unions 
and the labor party.” 

Not only those who are interested in industrial relations but anyone with 
interest in problems of economic policy may read this book with profit and 
enjoy it. 

PETTER JAKOB BJERVE 

Central Bureau of Statistics, Oslo 
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lings in Social Security. By Witt1AM Haper and Witsur J. COHEN. 
New York: Prentice-Hall. 1948. Pp. xix, 634. $5.75.) 


ach of the most worthwhile literature relating to social security philos- 
0 Pe and practice has existed only in scattered and fragmentary form— 
‘echnical articles, speeches, Congressional hearings and governmental reports, 
y and -ome of which have never been generally available. Not only has some of the 
’ st stimulating thinking in the social security field thus been lost to the 


ws teacher, student, and administrator, but there also has been no one book 
“pnd r even group of books which a student could peruse with reasonable certainty 
of the covering all of the more significant viewpoints. 

n the In this collection of writings on all phases of social security, Messrs. Haber 
te the and Cohen have done much to provide a remedy. The broad scope of the 
% book’s subject matter is amply demonstrated by the chapter headings: The 
cts. of Problem of Insecurity; Theory and Philosophy of Social Security ; Social 
of the Security Developments in the United States ; Economic and Financial Aspects 
orm of Social Security; and Appraisal and Criticism as well as chapters devoted 
g off” to each of the major social security programs. The general introduction is 
ndled provocative, and each chapter is prefaced by a brief editorial statement pro- 
ndled viding background and perspective. The value of the book is amplified by the 
ittiee presentation of a list of selected references at the end of each topical chapter, 
active by generally adequate indexing, and by a pleasing format. 

No point is served by attempting here to evaluate either the appropri- 
ateness of the specific selections or the thinking of the authors represented in 
collection. The editors have attempted with apparent success to present 
a balanced and suggestive collection including, in their own words, “the impor- 
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ning. 
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indifferent—from which the reader can develop his own point of view.” 
While the editors’ stature in the social security area would amply justify a 
liberal inclusion of their own views, they have not taken advantage of the 
opportunity. 

‘The As economists, we may be surprised that only four of the 65 selections are 
Sis sented under the heading, “Economic and Financial Aspects of Social 
This Security.” With one exception, these consist of writings (by Sumner Slichter, 
Eveline ptm and J. Douglas Brown) which appeared in the March, 1940 
Supplement to this Review. The more up-to-date selection, written by Eliot 
Swan in 1946 as part of the Federal Reserve System’s series of postwar eco- 
nomic studies, presents an especially helpful summary analysis of social 
insurance financing problems with emphasis upon their fiscal policy aspects. 
a the economist will also find much to interest him in other parts 
eves 00k. But this is clearly not the place to look for a systematic treat- 
ment of social security in the framework, for instance, of national income 
analysis or in the context of any of the appropriate branches of economic 
theory. 

To some extent the scarcity of such material which would be helpful to the 
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student of economics reflects inadequacy in the literature as well as a delib- 
erately different purpose on the part of the editors. In general, the selection: 
were undoubtedly designed to discuss the social security program jn ajl jt; 
aspects—philosophical, administrative, legal, social, and political, as wel 
as economic. 

The collection is of more than historic and reference interest. The state. 
ments presented on medical care insurance, for instance, will be most usefy| 
as a source of relatively dispassionate arguments pro and con. The inclusion 
of important conclusions of the Senate Advisory Council on Social Securit, 
(1948) adds materially to the collection’s immediate usefulness. And ap 
article prepared by the present Social Security Administrator on the relation. 
ship of private health and welfare plans to the basic social security system 
is likely to be of interest in connection with recurrent labor-management 
negotiations on this subject. 

One might wish for the inclusion of more material on foreign social security 
thinking, on the “social security” which is provided exclusively for war 
veterans, on the economics of transfer payments in general; and perhaps for 
the inclusion of texts (or digests) of pertinent legislation. Nevertheless, the 
significant lines of thinking are represented in the book. And in the continued 
absence of a new and authoritative textbook on social security, this volume 
is apt to prove much more useful than the ordinary collection of collateral 
readings. 


D. E. Curistian 
Washington, D.C. 
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syprews, P. W. S. Manufacturing business. With a preface by Sir Henry Clay. (London: 
\acmillan & Co. Ltd. 1949. Pp. xiii, 308. $3.75.) 
4 contribution to “the economics of the firm” based on wide inductive study. 


La courbe d’offre. (Paris: Presses Univ. de France. 1949. Pp. 263. 600 fr.) 
H R. Toward social economy. (New York: Rinehart. 1949. Pp. ix, 336, $3.) 


Reopsky. M. and Rocuer, P. L’économie politique mathématique. (Paris: Lib. Gen. de 
Droit et Juris. 1949. Pp. 363.) 


E. Allgemeine volkswirtschaftslehre. (Munich: Richard Pflaum. 1949. Pp. 419. 
lenknappheit und grundrentenbildung. (Berlin/Reutlingen: Wissenschaftliche 
ynsgesellschaft. 1948. Pp. 128.) 


x, R. Gresham on foreign exchange. An essay on early English mercantilism with 
the text of Sir Thomas Gresham’s memorandum for the understanding of the exchange. 
Cambridge: Harvard Univ. Press. 1949, Pp. xiv, 348. $6.) 


| -z, R. A. A study of the theory of corporate net profits. (New York: Dun & Brad- 
street. 1949, Pp. 97. Gratis.) 


G C. Esquisse d’une théorie générale de l’équilibre économique—réflexions sur la 


Théorie Générale de Lord Keynes. (Paris: Presses Univ. de France. 1949. Pp. 324. 
Jones, I. G. Essentials of economics. (London. Macdonald. 1949. Pp, vii, 293. 9s, 6d.) 
Lewis, W. A. Overhead costs—some essays in economic analysis. (London: Allen & 

Unwin. 1949. Pp. 200. 15s.) 

Montaner, A. Der institutionalismus als epoche amerikanischer  geistesgeschichte. 

Tiibingen: J. C. B Mohr. 1948. Pp. 155. Dm 9.60.) 

Movtton, H. G. Controlling factors in economic development. (Washington: Brookings 

Institution. 1949. Pp. xii, 397. $4.) 


\.C. Employment and equilibrium—a theoretical discussion. 2nd rev. ed. (London: 
Macmillan. 1949, Pp. x, 283. $4.) 


SCHNEIDER, E. Einfiihrung in die wirtschaftstheorie. II Teil, Wirtschaftspline und wirt- 


haftliches gleichgewicht in der verkehrswirtschaft. (Tiibingen: J. C. B. Mohr (Pail 
Siebeck). 1949. Pp. vii, 334.) 


Sioan, H. S. and Zurcner, A. J. A dictionary of economics. (New York: Barnes & Nobel. 
! Pp. viii, 268. $3.) 

S HMANYAM, A. N. An enquiry into economic theory. Stud. in econ. and pol., no. 4 
Mysore: Govt. Branch Press, 1948. Pp. viii, 115. Rs. 1/4.) 

Ware, N. Wealth and welfare—the backgrounds of American economics. (New York: 
William Sloane Associates. 1949. Pp. 231. Text ed., $1.90.) 

Werntraus, S. Price theory. (New York: Pitman Pub. Corp. 1949. Pp. xiii, 447. $5.50.) 


Guide to the collections. (London: British Lib. of Pol. and Econ. Sci. 1948. Pp. 136. 2s., 


\ revised edition of the second part of A Reader’s Guide to the Library of the 
London School of Economics. 
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Barzak, S. S., VasyuTin, V. F., and Fericrn, Ya. G., editors. Economic geography of 
USSR. (New York: Macmillan. 1949. Pp. xiv, 620. $10.) 

Translated from the Russian by R. M. Hankin and O. A. Titelbaum and edi ted } 

C. D. Harris under the Russian translation project of the American Council of stl, 

Societies. 


the 


Barnes, J. A. Wealth of the American people—a history of their economic life 
York: Prentice-Hall. 1949. Pp. x, 910. $5.75.) 


Berne, L. M. and Crece, C. M. U. S. West: the saga of Wells Fargo. (New York: Dutton 
1949, Pp. 320. $7.50.) 


New 


BEHRENDT, R. F. Modern Latin America in social science literature. (Albuquerque: Uniy 
of New Mexico Press. 1949. Pp. 152.) 


BoEkE, J. H. The interests of the voiceless Far East—introduction to oriental econom 
Leyden University Press. (The Hague: Martinus Nyhoff. 1948. Pp. vi, 92. 3.50.) 
A revised and enlarged translation of Oosterse Economie (N.V. Serrire, den Hag 
1946). Contains chapters on the village community, agriculture, the population prob- 
lem, migration, the labor market, etc. 


Das Gupta, B. B. A short economic survey of Ceylon. (Colombo: Assoc. Newspapers of 
Ceylon Ltd. II London: Langham House. 1949. Pp. 94. Rs. 3.50.) 
Gaski11, G. E., compiler. Far Eastern bibliography 1948. (Ithaca: Cornell Univ. Press, for 
the Far Eastern Assoc. 1949. $2.) 
Giusti, U. Aspetti geografici e sociali delle elezioni politiche italiane del 18 Aprile 1945 
(Rome: Societa Italiana di Demografia e Statistica. 1949. Pp. 68.) 
Hancock, W. K. and Gowrnce, M. M. British war economy. Official history of the war ser 
vol. I. (London: H. M. Stat. Office. 1949. Pp. xvii, 583. $5.50.) 
Hipy, R. W. The House of Baring in American trade and finance—English merchant 


bankers at work 1763-1861. (Cambridge: Harvard Univ. Press. 1949. Pp. xxiv, 631 
$7.50.) 


Humpureys, R. A., compiler. Latin America: a selective guide to publications in English 
(New York: Royal Institute of Internat. Affairs. 1949. Pp. viii, 63. $1.50.) 
Huncerrorp, E. Wells Fargo; advancing the American frontier. (New York: Random 
House. 1949. Pp. 290. $3.75.) 
Jasny, N. The socialized agriculture of the USSR. Food Research Institute grain econ. ser 
no. 5. (Stanford: Stanford Univ. Press. 1949. Pp. xv, 837. $7.50.) 
Josepuson, H. G. The golden threads; New England’s mill girls and magnates. (New 
York: Duell, Sloan & Pearce. 1949. Pp. 334. $3.75.) 
JouveneL, B. pe Problems of socialist England. Translated by J. F. Huntingdon. (London. 
Batchworth Press. 1949. Pp. xvii, 221. 12s., 6 d.) 
Koestier, A. Promise and fulfilment—Palestine 1917-1949. (New York: Macmillan. 1949 
Pp. xv, 335. $4.) 
NEALE, E. P. Guide to New Zealand official statistics. 2nd ed. Auckland Univ. c 
texts no. 2. (Auckland: Whitcombe and Tombs Ltd. 1949. Pp. 149.) 


Ricu, E. E., editor. Minutes of the Hudson’s Bay Company 1679-1684. (London: Hud- 
son’s Bay Record Society. Pt. I, 1945; Pt. II, 1946. Pp. xivi, 378; xivii, 368.) 


Sovant, N. V. Postwar inflation in India—a survey. (Poona: Gokhale Inst. of Politics and 
Economics, 1949, Pp. xiv, 92. Rs. 5.) 


Economic survey of Asia and the Far East 1948, Prepared by the secretariat of the 
Economic Commission for Asia and the Far East. U. N. pub. no. 1949, 11. F. 1. (New 
York: Columbia Univ. Press. 1949. Pp. xviii, 289. $2.) 
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urvey of Denmark: national budget for 1949. Danish Ministry of Finance. 
ugen J. N. Schultz. 1949. Pp. 163.) 


historical literature. Reprint. (New York: Peter Smith. 1949. Pp. xxviii, 


50.) 


‘say ited by G. M. Dutcher, W. H. Allison, S. B. Fay, A. H. Shearer and H. R. 
ieee C as a special committee of the American Historical Association, in cooperation 
« American Library Association. This is a reissue of a book out of print for a 
(New ber of years. 
verning cerritories—summaries and analyses of information transmitted to the 
Dutton retary-general during 1948. U. N. pub. 1949. N. B. 1 (Lake Success: United Nations. 
Pp. 6386.) 
Unis public investment in Canada—mid-year survey 1949. (Ottawa: Dept. of 
{ Commerce. 1949. Pp. 27, mimeo.) 
nomi ith American handbook, 1949. (New York: H. W. Wilson Co. 1949. Pp. 766. 
) 
pr 
Statistics and Econometrics 
ae \ R. G. D. Statistics for economists. (London: Hutchinson. 1949. Pp. vii, 216. 
R. Statistical techniques in market research. (New York: McGraw-Hill. 1949. 
Pr 
J. H. Econometrics, statistics and thermodynamics. Text in English. (The 
[he Netherlands Postal and Telecommunication Services. 1949. Pp. 104. f 2,50.) 
M x, F. R. E. The use and abuse of statistics—with special reference to Australian 
nomic and social statistics in peace and war. 3d rev. ed. (Crawley: Univ. of West 
erchant Australia Bookshop. 1949. Pp. vi, 129. 8s, 6d.) 

Federal statistical directory—a list of professional and technical personnel of federal 
12th ed. (Washington: Bureau of the Budget, Div. of Statistical Standards. 
mglish Pp. v, 188.) 
andom 

Economic Systems; Planning and Reform; Cooperation 
yn. Ser 

\rprects, A. H. M. De leer der maatschappelijk economische organisatievormen. The 
(New f social-economic organisation. (Amsterdam: Elsevier. 1949. Pp. 332. f 6,90.) 

\ppLeBy, P. H. Policy and administration. (University, Ala.: Univ. of Alabama Press. 

9. Pp. 173.) 
ondon 
R. H. Comparative economic systems. Rev. ed. (New York: Macmillan. 1949. 
1949 Pp. x, 892. $5.) 
D'Estanc, E. G. Le chemin de la pauvreté. (Paris: Spid. 1947. Pp. 292.) 
— {n indictment of the postwar economic programs of successive French governments 
iis mmitted to extensive nationalisation projects. 
Hud- EATON, J. Political economy—a Marxist textbook. (New York: Internat. Pubs. 1949. Pp. 
The work of a group of Marxist economists in England. 
and 


EIN \ubI, L. Lezioni di politica sociale. (Turin: Giulio Einaudi. 1949. Pp. xviii, 252. L. 


TER, W. Z. The twilight of world capitalism. (New York: Internat. Pubs. 1949. Pp. 
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Goetz-Girzy, R. La pensée syndicale frangaise militants et théoriciens. 


(Paris: Lit 
Armand Colin. 1948. Pp. 173.) ty 


Jecuinek, F. West of the decline. (London: Alliance Press. 1948. Pp. 360. 125. , 
Another example of the continental liberal case against socialism and communism 

Koun, H. The twentieth century—a mid-way account of the Western world (Ney 
York: Macmillan. 1949. Pp. ix, 242. $2.) 


Mayer, C. L’économie au service du progrés. (Paris: Lib. Marcel Riviére & Cie yo. 
Pp. 412.) 
Mou ton, H. G. The state of the American economy. A series of lectures on contem- 
porary American problems. (Los Angeles: Haynes Foundation. 1949, Pp. 80, Apply 


PripraAM, K. Conflicting patterns of thought. (Washington: Public Affairs Press. joo 
Pp. viii, 176. $3.25.) 

Stmpson, S. P. and Stone, J. Cases and readings on law and society. Am. casebook sr 
Book I, Law and society in evolution; Book Il, Law in modern democratic societ, 
Book III, Law, totalitarianism and democracy. (St. Paul: West. Pub. Co. 1048 4 
1949. Pp. 692; 900; 797. $7; $8; $7.) 


Drive for a controlled economy via pale pink bills. (Washington: Chamber of Commer: 
of U. S. 1949. Pp. 23. 25c.) 


Maintenance of full employment—an analysis of full employment policies of governmen 
and specialized agencies. Prepared by the Division of Economic Stability and De 
velopment of the Dept. of Economic Affairs. U. N. pub. no. 1949. II. A.2. (New York 
Columbia Univ. Press. 1949. Pp. v, 97. 75c.) 


National Income and Social Accounting 


Fua, G. Sul reddito reale—elementi di contabilita nazionale. (Milan: Istituto per ¢ 
Studi di Economia. 1949. Pp. 83.) 


StuveL, G. Analyse van een Nationaal Budget. An analysis of national accounts. Centra 
Planning Office reprints no. 1. (The Hague: Central Planning Office. 1949. Py 
Free. 


Business Fluctuations; Prices 


3 


ANbERSON, H. D. and others. Unemployment; it’s here, let’s stop it now! (Washingt 
Pub. Affairs Institute. 1949. Pp. 38.) 


BacKMAN, J. How real are 1948 profits? (New Wilmington: Econ. and Bus. Foundatior 
1949. Pp. 25. 35c.) 


Bowen, E. R. Depressions—and how you should prepare for them. (Chicago: Coopera 
tive League of U.S.A. 1949. Pp. 62. 50c.) 


Carter, J. J., and others. Economic tides and trends, their effects on your lifetime plar 
(Great Barrington, Mass.: Am. Institute for Econ. Research. 1949. Pp. 32. $1.) 


Lempert, L. H. and others. What will inflation and devaluation mean. to you? 10th ed 
(Great Barrington, Mass.: Am. Institute for Econ. Research. 1949, Pp. 128. $1.) 

NaTHAN (R. R.) Associates. A national economic policy for 1949. Analysis prepared {or 
the CIO July, 1949. (Washington: Nathan Assoc. 1949. Pp. 52.) 

Sayre, R. A. Consumer's prices, 1914-1948. (New York: Nat. Indus. Conference Bd. 194 
Pp. 94. $1.50.) 


Waace, T. O. Inflation: causes and cures. Ref. shelf vol. 21, no. 1. (New York: H. \\ 


Wilson Co. 1949. Pp. 207. $1.75.) 
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planning of public works. Hearings, House Committee on Public Works, 81st 
‘ict sess., July 19, 1949. (Washington: Supt. Docs. 1949. Pp. 84.) 


tary policy and the economic outlook. Includes introduction by G. Colm; “The 
a D yn budget policy,” by H. Stein; “Some implications of the C.E.D.’s stabilizing 
, dvet policy,” by E. E. Hagen; “Monetary and public debt aspects of budgetary 
ali vy.” by J. K. Langum; and “The need for quantitative analysis in fiscal policy,” 
Shoup. (Washington: Nat. Tax. Assoc. Proceedings of the 41st annual Confer- 
048, Sacramento, Calif. Pp. 44.) 


- indicators October 1949. Prepared for the Joint Committee on the Economic 
t by the Council of Economic Advisers. (Washington: Supt. Docs. 1949. Pp. iv, 


ment and unemployment. Initial report of the Subcommittee on Unemployment, 
t Committee on the Econcmic Report, 81st Cong., Ist sess. (Washington: Supt. 
$0, Pp. 45.) 


iffecting volume and stability of private investment. Materials on the investment 
»m assembled by the staff of the Subcommittee on Investment of Joint the Com- 
n the Economic Report, 81st Cong., 1st sess. (Washington: Supt. Docs. 1949. 


expenditure and revenue policies. Hearings, Joint Committee on the Economic 
Sist Cong., Ist sess., September 23, 1949. (Washington: Supt. Docs. 1949. 


ind occupational trends in national employment, 1910-1940, 1910-1948. Re- 

irch rept. no. 11. (Philadelphia: Wharton School of Finance and Commerce, Univ. 

f Pennsylvania. 1949, Pp. x, 68. $1.) 

tionary and deflationary tendencies, 1946-1948. Prepared by U. N. Dept. of Econ. 
U. N. pub. no. 1949. II. A.1. (New York: Columbia Univ. Press. 1949. Pp. 


momic report of the President to the Congress, July 11, 1949. With a report, 
momic situation at midyear 1949, by the Council of Economic Advisers. (Wash- 
Supt. Docs. 1949, Pp. 126.) 

he President’s economic program. Addresses delivered by L. H. Keyserling, J. M. Clark, 
nd J. Viner at a meeting of the Trade and Industry Law Institute, New York, Apr. 
(New York: Trade and Industry Law Institute. Current Bus. Stud., June, 

». 58.) 

ic relations of profits. Financial management ser. no. 93. (New York: Am. Manage- 
nt Assoc. 1949, Pp. 30. Apply.) 

ges, prices, profits. Prepared for the 33rd annual meeting of the National Industrial 
nference Board, May 25, 1949. (New York: Nat. Indus. Conference Board. 1949. 


Money and Banking; Short-term Credit; Consumer Finance 


Sr. M. Avexine. Bank failures in the District of Columbia in the twentieth 
\ doctoral dissertation. (Washington: Catholic Univ. of America Press. 1949. 


, D. and CLeveranp, W. C. Greek monetary developments 1939-1948—a case 
f the consequences of World War II for the monetary system of a small nation. 
ser. no. 6. (Bloomington: Univ. of Indiana. 1949. Pp. 196. $3.) 


Die deutsche geldwirtschaft. (Berlin: Walter de Gruyter & Co. 1949. Pp. 96. 
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GOLDENWEISER, E. A. Monetary management. C.E.D. research stud. (New York: McGraw- 
Hill. 1949. Pp. xiv, 175. $2.75.) a 


Hiccins, B. H. Lombard Street in war and reconstruction. Occas. paper 28. (New York 
Nat. Bureau of Econ. Research. 1949. Pp. vii, 108. $1.) 


Nocaro, B. A short treatise on money and monetary systems. (New York: Staples Pre: 
1949, Pp. 214. $3.50.) 


Rucina, A. Geldtypen und geldordnungen. Fundamente fiir eine echte allgemeine geld 
und wirtschaftstheorie. (Stuttgart: Kolhammer. 1949. Pp. xvi, 352. DM 20.) 


Annual report of the Federal Deposit Insurance Corporation for the year ended Decemboy 
31, 1948. (Washington: Fed. Deposit Insurance Corp. 1949. Pp. xiii, 156.) 


To extend consumer credit controls and to provide for bank reserve requirements. Hear- 
ings, subcommittee of the Senate Committee on Banking and Currency, 81st Cong 
Ist sess., May 11-13, 1949. (Washington: Supt. Docs. 1949. Pp. 198.) 


Business Finance; Investments and Security Markets; Insurance 


Gros-Scumipt, D. Die biirgschaft in der schweiz nebst einer kleinen Gkonomik d; 
biirgens. (Bern: A. Francke. 1948. Pp. 104.) 


Hunt, P. and Wirutams, C. M. Case problems in finance. (Chicago: Richard D. Irwin 
1949. Pp. ix, 402. $4.50.) 


Menr, R. I. and Oster, R. W. Modern life insurance—a textbook on life insuranc 
(New York: Macmillan. 1949. Pp. xiii, 769. $5.) 

Rankin, R. G. What’s behind a financial statement. (Garden City: Doubleday. 1949 
Pp. 160. $2.) 

SAULNIER, R. J. Costs and returns on farm mortgage lending by life insurance companies, 
1945-47. Occas. paper no. 30. (New York: Nat. Bur. Econ. Research. 1949. Pp. 55.) 

SprKeR, W. A. Fundamentals for life underwriters. Rev. ed. (Cincinnati: Nat. Under- 
writer Co. 1949. Pp. 202. $2.25.) 


Developing resources for financial expansion; sources of funds, factors in inventory plan 
ning, management as a credit factor. Fin. management ser. no. 92. (New York: Am- 
Management Assoc. 1949. Pp. 32. Apply.) 


Dictionary of insurance terms. (Washington: Chamber of Commerce of U.S. 1949. P; 
69. $1.75.) 
Public Finance 


ANGELOPOULOS, A. L’Etat et la prospérité sociale—nouveaux principes de finances publique 
(Paris: Lib. Gen. de Droit et Juris. 1949. Pp. 193. 400 fr.) 

Buck, A. E. Financing Canadian government. (Chicago: Public Admin. Service. 194 
Pp. xi, 367. $5.) 

Horpen, T. S. The great illusion; an inexhaustible public purse. Econ. pol. div. ser 
no. 8. (New York: Nat. Assoc. of Manufacturers. 1949. Apply.) 


Lraoer, E. The federal excise tax on the transportation of property with special refer- 


ence to agriculture. (Washington: Dept. of Agriculture, Bur. Agric. Econ. 1949. Pi 
37, mimeo.) 


McKay, J. F. An introduction to municipal finance; a survey of second class cities in 
Kansas. Citizens pamph. ser. no. 6. (Lawrence: Univ. of Kansas, Bur. of Govt. Research 
1949. Pp. 42. Apply.) 


McKrintey, J. R. Local revenue problems and trends. 1949 legislative probs. no 
(Berkeley: Univ. of California Bur. of Public Admin. 1949. Pp. 61. $1.25.) 
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\axwine, R. E. Federal excise taxes. Pub. affairs bull. no. 72. (Washington: Library of 
‘Congress, Legislative Reference Sec. 1949. Pp. 104, mimeo.) 


sevz, B. J. F. Handboek der Nederlandse Overheidsfinancién. Handbook of public 
ce in the Netherlands. (Amsterdam: Elsevier. 1948. Pp. 500, f 34,50.) 


* the budget of the U.K. for the fiscal year ending March 31, 1950. Prepared 

the staff of the Joint Committee on Internal Revenue Taxation. (Washington: Supt. 
Docs. 1949. Pp. 9.) 
tnalysis of the budget of the Dominion of Canada for the fiscal year ending March 31, 
050. Prepared by the staff of the Joint Committee on Internal Revenue Taxation. 
Washington: Supt. Docs. 1949. Pp. 11.) 

of the President’s 1950 budget. Prepared by the staff of the Joint Committee on 

Internal Revenue Taxation. (Washington: Supt. Docs. 1949. Pp. 14.) 
nsolidation of general appropriation bills. Hearings, subcommittee of the Senate Com- 
mittee on Rules and Admunistration, 81st Cong., 1st sess., May 23-26, 1949. (Wash- 
Supt. Docs. 1949. Pp. 72.) 


income taxes of decedents and estates. Current law handybook ed. (Chicago: 


erce Clearing House. 1949. Pp. 112. $1.) 

Vational Commission on intergovernmental relations. Joint hearings, subcommittees in 
ntergovernmental relations of the Committee on Expenditures in the Executive De- 
partments, 81st Cong., 1st sess. Senate rept. 488, June 13, 1949. (Washington: Supt. 

). Pp. 267.) 


STEIN 


{Analysts 


Papers in public administration. Discussion of problems in state taxation. (Ann Arbor: 
[ f Michigan Press. 1948. Pp. 185.) 

Provisions of Internal Revenue Code relating to excise taxes. 2nd ed. (Washington: Supt. 
Docs. 1949. Pp. 551. $1.25.) 

Public debt, 1914-1946. U.N. pub. (London: H. M. Stat. office. 1948. Pp. 159. 12s, 6d.) 

Reducing expenditures in government for the fiscal year 1950 consistent with the public 
interest. Report, to accompany S.J. Res. 108, Senate Committee on Expenditures in 
the Executive Departments, 81st Cong., 1st sess., June 13, 1949. (Washington: Supt. 
Docs. 1949, Pp. 11.) 

Reduction of government expenditures. Hearings, Senate Committee on Expenditures in 

the Executive Departments, 81st Cong., 1st sess., May 31-June 2, 1949. (Washington: 

Supt. Docs. 1949. Pp. 149.) 

nary of proceedings, conference with representatives of state and local governments 

_intergovernmental fiscal problems, held at the Treasury Dept., Apr. 21-22, 1949. 
ishington: Supt. Docs. Pp. 20.) 

pend; an analysis of the 1950 federal budget which proposes increased govern- 

sts and higher taxes. (Washington: Chamber of Commerce of U. S. 1949. 

Apply.) 


International Economics 


H. T L’organisation Européenne de coopération économique. (Paris: Lib. Gen. de 
roit et Juris. 1949. Pp. 292.) 


P. The sterling area. British Commonwealth Affairs, no. 3. (London: Longmans 
reen. 1948. Pp. 16. 15.) 


HEIM, C. Esquisse d’un tableau économique de |’Europe. (Paris: Domat. 1948. Pp. 


EN, J. W. Money in a maelstrom. (New York: Macmillan. 1949. Pp. 221. $3.25.) 
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BLAKE, G. Who pays for tke cold war? how the Marshall Plan affects your living st 
ards. (New York: New Century Pubs. 1949. Pp. 23. 5c.) 

Boscu, K. D. Nederlandsche beleggingen in de V.S. Dutch investments in the United 
States. (Amsterdam: Elsevier. 1948. Pp. xxxiv, 701. f22,50.) 


and- 


Boyp, A. K. H. and Boyp, F. Western union; a study of the trend toward European 
unity. (Washington: Pub. Affairs Press. 1949. Pp. 183.) 


Curtis, L. World revolution in the cause of peace. (New York: Macmillan, 1040. Py 
Xvi, 135. $2.50.) 
Guate, B. G. Asia’s trade—a study of the trade of Asian countries with each other and 
with the rest of the world. Pub. of the Indian Council of World Affairs. (New York 
Oxford Univ. Press. 1949. Pp. iv, 160. $2.75.) 


GrawaM, F. D. The cause and cure of “dollar shortage.” Essays in internat. finance no 
10. (Princeton: Princeton Univ. Internat. Finance Sec. 1949. Pp. 15. Apply.) 


Harris, S. E. ERP: progress and prospects. For. Policy Repts., vol. 25, no. 3. (New York 
For. Policy Assoc. 1949. 25c.) 


Hawtrey, R. G. Western European union; implications for the United Kingdom. (New 
York: Royal Institute of Internat. Affairs. 1949. Pp. 126. $1.50.) 


Horn, P. V. and Bice, H. E. Latin-American trade and economics. (New York: Prentice- 
Hall. 1949. Pp. 690. $8; text ed., $6.) 


Hutcueson, H. H. Government and capital in Point 4. For. Policy Repts., vol. 25, » 
6. (New York: For. Policy Assoc. 1949. Pp. 10. 25c.) 


Moran, C. J. Handbook of export traffic. (New York: Duell, Sloan & Pearce. 1949 
Pp. 210. $3.) 


OureN, T. and Somme, A. Trends in inter-war trade and shipping. (Bergen: J. W. Eides 
Forlag. 1948. Pp. viii, 72. Kr. 15.) 


Stuart, G. H. The Department of State—a history of its organization, procedure, and 
personnel. (New York: Macmillan. 1949. Pp. x, 517. $7.50.) 


Traynor, D. E. International monetary and financial conferences in the interwar period 
A doctoral dissertation. (Washington: Catholic Univ. of America Press. 1949. Pp. is 
196.) 


ZELLERBACH, J. D. The first results of the Marshall Plan in Italy. Lecture given in Rome 
Dec. 15, 1948. (Rome: Staderini. 1948. Pp. 44.) 


Balance of payments yearbook 1938, 1946, 1947. (Washington: Internat. Monetary Fund 
1949. Pp. 383. Paper, $4; cloth, $5.) 
The yearbook is the first of a series in which the Fund will carry forward on a more 
comprehensive basis the League of Nations’ Balance of Payments series, the last volume 
of which was published in 1948 by the United Nations. 


Economic survey of Europe in 1948. Prepared by Research and Planning Div., U. \ 
Econ. Commission for Europe. House Committee print. (Washington: Supt. Does 
1949. Pp. 324.) 


Aeriod 


Fourth report to Congress of the Economic Cooperation Administration, for the 
January 1-April 2, 1949. (Washington: Supt. Docs. 1949. Pp. xii, 134. 35c.) 


Information for American businessmen on the Marshall Plan. (Washington: Econ. C 
operation Admin. 1949. Pp. 30.) 


Intelligent international investment. Report of the Committee on Business Participation 
in Foreign Economic Development. (New York: Internat. Chamber of Commerce. 1% 
Pp. 16. 25c.) 


n 


International Bank for Reconstruction and Development. Hearing, House Commitiec 
Banking and Currency, 81st Cong., 1st sess., May 23, 1949. House rept. 708, May 3! 
1949, (Washington: Supt. Docs. 1949.) 
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| Bank for Reconstruction and Development fourth annual report 1948-1949 
Washington: Internat. Bank for Reconstruction and Development. 1949. Pp. 56.) 


nal committments and national administration. Six papers presented before 
, Pol. Sci. Assoc. (Charlottesville: Univ. of Virginia, Bur. of Pub. Admin. 1949 


wry Assistance Program. Submitted by the Dept. of State on behalf of the In- 
neve Foreign Military Assistance Coordinating Committee. Dept. of State 
3563. (Washington: Supt. Docs. 1949. Pp. 41. 15c.) 


pation of the United States government in international conferences, July 1, 1947- 
30, 1948. Dept. of State pub. 3443. (Washington: Supt. Docs. 1949. Pp. xviii, 37 


terprise and the Point IV program. With recommendations. (New York: Nat 
Trade Council. 1949. Pp. 29.) 


of the International Civil Aviation Conference, Chicago, Illinois, November 1- 
er 7, 1944. Vol. I. Dept. of State pub. 2820. (Washington: Supt. Docs. 1948. 


ns relating to foreign funds control in the United States. Suppl. 3. (Basle: Bank 
Internat. Settlements. 1949. Pp. 41.) 


nt Brazil-United States Technical Commission, Rio de Janeiro, Brazil, Feb 
Washington: Supt. Docs. 1949. Pp. 321. $1.) 


h report to Congress on assistance to Greece and Turkey, for the period ended 

Varch 31, 1949. Dept. of State pub. 3594. (Washington: Supt. Docs. 1949. Pp. v, 43. 

United States and postwar Europe—a bibliographical examination of thought ex- 

! ¥? American publications during 1948. (Washington: Library of Congress, 
pean Affairs Div. 1948. Pp. 123.) 

nited States relations with China—with special reference to the period 1944-1949. Dept 

f State pub. 3573. (Washington: Supt. Docs. 1949. Pp. xli, 1054.) 


1 economic repori, 1948. U.N. pub. no. II, C 3. 1948. (New York: Columbia Univ. 
Press. 1949. Pp. xix. 300. $3.) 

d comprehensive annual report dealing with world economic conditions, pre- 
red by the Department of Economic Affairs of the United Nations 


vernment. (Philadelphia: Am. Academy of Pol. and Soc. Sci. The Annals, July, 
Pp. vii, 123.) 


Business Administration 


H. W. and Everserc, C. B. Commercial law; cases and materials. 2nd ed 


. (Brook- 
undation Press. 1949. Pp. 963. $6.) 


ECKMAN, T. N., and BartTeEts, R. Credits and collections in theory and practice. 5th ed 
New York: McGraw-Hill. 1949. Pp. xvi, 800. $6.) 
BECKMAN, T. N. and OTTEson, 


S. F. Cases in credits and collections. 
raw Hill. 1949. Pp. 384. $4.50.) 


aw, T. F. and Hutt, C. C., editors. Controllership in modern management. (Chi- 
Richard D. Irwin. 1949, Pp. 232. $4.) 


(New York: 


vy, R., JR. and Jones, W. L. The changing competitive structure in the wholesale 
grocery trade; a case study of the Los Angeles market, 1920-46 
Californic 


. (Berkeley: Univ. of 
yrnia, Bur. of Bus. and Econ. Research. 1949. Pp. 73. $2. 


- J. V. Standards and labels for consumers’ goods. (New York: Ronald Press. 1949 


il, 556. $6.) 
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Faruic, R. L. Practical guide to bookkeeping and accounting. (New York: 
Pp. 119. $1.) 


Fern, A. E. A basic marketing chart of the United States. 8th ed. (New York: 
Co. of America. 1949. Apply.) 


Grosset. 1048 


Research; 


Grover, J. D. and Hower, R. M. The administrator—cases on human relations in bu 
ness. (Chicago: Richard D. Irwin. 1949. Pp. xiv, 690. $5.50.) 
Materials used in a course in “Administrative Practices” at the Harvard Graduate 
School of Business Adminstration. 


Hormes, A. W. and Meier, R. A. Elementary accounting. (Chicago: Richard D, Irwin 
1949. Pp. 842. $5.) 


Hower, R. M. The history of an advertising agency; N. W. Ayer & Son at work, 1860. 
1949. Rev. ed. (Cambridge: Harvard Univ. Press. 1949. Pp. 690. $7.50.) 


Love, E. M. Operating results of limited price variety stores in 1948. Bur. of Bus. Re 
search bull. no. 131. (Boston: Harvard Univ. Grad. School of Bus. Admin. 1949, p; 
vi, 48. $2.) 


Lusk, H. F. Legal aspects of business. (Chicago: Richard D. Irwin. 1949. $5.) 


McNair, M. P. Operating results of department and specialty stores in 1948. Bur 
Bus. Research bull. no. 130. (Boston: Harvard Univ. Graduate School of Bus. Admir 
1949. Pp. 67. $4.) 


NeEuNER, J. J. W. and Neuner, U. J. Accounting systems; installation and procedur 
(Scranton: Internat. Textbook Co. 1949. Pp. 395. $6.) 


Puetps, C. W. Retail credit management. Official textbook of the National Retail Credit 
Association. (New York: McGraw-Hill. 1949. Pp. xv, 477. $5.) 


Rosrnson, O. P. and Brisco, N. B. Store organization and operation. New ed. (New 
York: Prentice-Hall. 1949. Pp. 602. $6.65; text, $5.) 


Tersorcu, G. Dynamic equipment policy. Machinery and Allied Products Institute stud 
(New York: McGraw-Hill. 1949. Pp. xxiii, 290. $3.75.) 


Vittaton, L. J. A., editor. Management men and their methods; thirty-three case studi 
in executive techniques. (New York: Funk & Wagnalls. 1949, Pp. 284. $3.) 


The accountants’ role in maintaining a stable economy. Proceedings of the thirtieth In- 
ternational Cost Conference of the National Association of Cost Accountants, Chicag 
June, 1949. (New York: Nat. Assoc. of Cost Accountants. 1949. Pp. vi, 129.) 


Wholesaling in cur American economy. (Washington: Nat. Assoc. of Wholesalers. Suppl 
issue of Journal of Marketing, Sept., 1949. Pp. 217.) 


Industrial Organization and Markets; Public Regulation of Business 


Bostanp, C. C. Corporate finance and regulation. (New York: Ronald Press. 1949. P; 
vii, 529. $4.25.) 
the South rept. no. 2. (Washington: Nat. Planning Assoc. 1949. Pp. vii, 74, mime 
50c.) 

Fasricant, S. The rising trend of government employment. Occas. paper 29. (New York 
Nat. Bur. of Econ. Research. 1949. Pp. 30. 50c.) 

Huet, A. C. Private international trade regulatory arrangements and the antitrust low 


A doctoral dissertation. (Washington: Catholic Univ. of America Press. 1949. Pp. ™ 
270. $3.) 
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S. S. individual firm adjustments under OPA. (Bloomington, Ind.: Prin- 
1949. Pp. xv, 256. $3.50.) 
C. Industrial profits in India, 1936-1944 (an inductive study). (New Delhi: 
n of Indian Chambers of Commerce & Industry. 1948. Pp. iii, 326. Rs. 15.) 


C. A simple guide to big business. (London: Bodley Head. 1949. Pp. ix, 3°2 


_ B. History of the Tools Division, War Production Board. (New York: 
v-Hill. 1949. Pp. 154.) 

C., Jr. The economic consequences of airpower. (Washington: Library of Con- 
9. Pp. 31. Apply.) 

B. Wartime economic stabilization and the efficiency of government pro- 
a critical analysis of certain experience of the United States in World War Il. 
toral dissertation accepted at the Univ. of Virginia. Printed by the National 
Resources Board. (Washington: Supt. Docs. 1949. Pp. viii, 422.) 


1w symposium. Current law handybook ed. (Chicago: Commerce Clearing 
). Pp. 120. $2.) 

if production planning. With a paper on the policies of the National Munitions 
rd Production ser. no. 182. (New York: Am. Management Assoc. 1949. Pp. 24. 


i-trust laws—with summary of cases instituted by the United States. Current 
lybook ed. (Chicago: Commerce Clearing House. 1949. Pp. 412. $2.) 


The following is a list of the Hoover Commission reports and Task Force reports 
prices which have been released and are available from the Superintendent of 
ments, Washington, D.C. The price for a complete set of these reports is $10.00. 

1] management of executive branch of the government. Pp. 51. 20c. 

endix E, Task Force report on departmental management. Pp. 60. 20c. 

| management. Pp. 59. 25c. 

endix A, Federal personnel. Pp. 101. 25c 

1 Services. Pp. 52. 20c. 

lix B, Federal supply system. Pp. 116. 25c. 

AD] — C, Records management. Pp. 48. 15c. 

e. Pp. 21. 10c. 

ndix I, Post Office. Pp. 74. 25¢. 

e1gn affairs. Pp. 
endix H, Foreign affairs. Pp. 134. 40c. 

partment of Agriculture. Pp. 41. 20c. 

Appendix M, Agriculture activities. Pp. 112. 30c. 

dgeting and accounting. Pp. 100. 35c. 

Appendix D, Statistical services. Pp. 21. 10c. 

tional security organization. Pp. 30. 15c. 

Al pendix G, National security organization. Pp. 121. 30c. 

terans affairs. Pp. 26. 15c. 

mmerce. Pp. 34. 15c. 

ury. Pp. 37. 15¢. 

endix F, Fiscal, budgeting and accounting. Pp. 110. 25c. 

latory commissions. Pp. 24. 15c. 

\ppendix N, Regulatory agencies. Pp. 150. 30c. 

r department. Pp. 22. 15c. 
rior department. Pp. 94. 30c. 

Appendix L, Natural resources. Pp. 244. 50c. 

Appendix Q, Public works. Pp. 81. 25c. 
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Medical activities. Pp. 57. 25c. 
Appendix O, Federal medical services. Pp. 95. 25¢. 
Supplement to Appendix O, Federal medical services. Pp. 2. 10c. 
Social security and education, Indian Affairs. Pp. 81. 25c. 
Appendix P, Welfare. Pp. 590. $1.25. 
Overseas administration, federal state relations, federal research. 20c. 
Business enterprises. Pp. 129. 40c. 
Appendix J, Revolving funds and business enterprises of government 
Appendix K, Water resources projects. Pp. 65. 20c. 
Appendix R, Lending agencies. Pp. 108. 25c. 
Index and concluding report—a report to the Congress, May 1949, by the U. S. Com 
mission on Organization of the Executive Branch of the Government. Also issued as 
8ist Cong., 1st sess. House Doc. 197. Pp. 132. 60c. 


Pp. 176. 35 


Digest of reports of the Commission on Organization of the Executive Branch of th 
Government. Prepared by the staff of the Senate Committee on Expenditures in the 
Executive Depts., 81st Cong., Ist sess. (Washington: Supt. Docs. 1949. Pp. 61.) 


The Hoover report: half a loaf—a summary, analysis and evaluation. Occas. paper ser 
no. 3. (Washington: Pub. Affairs Institute. 1949. Pp. 47.) 


International bibliography on atomic energy. Vol. 1, Political, economic and social aspect 
U. N. Dept. of Security Council Affairs, Atomic Energy Commission Group pub. (New 
York: Columbia Univ. Press. 1949. Pp. 54. 50c.) 


Trade-marks in transition. (Durham: Duke Univ. Law and Contemporary Problems, 
spring, 1949, Pp. 239.) 


United States government organization manual—1949. Prepared by the Division of the 
Federal Register, National Archives Establishment. (Washington: Supt. Docs. 1949 Pp 


v, 725. $1.) 
Public Utilities; Transportation; Communications 


Doran, H. B. and Foster, J. R. The effects of higher income taxes on electric utilit) 
enterprises. (Rigewood, N.J.: ECO Stat. Research Inc. 1949. Pp. v, 104.) 


Dow, C. W. The Old Colony railroad; an historicaliy true narrative of one of the pioneer 
railroad systems in America. Prepared by the Commission to Investigate and Study 
Transportation Service in Southeastern Massachusetts. (Boston: State House. 1949. Pp 
52. Apply.) 

Hurcoms, Sir C. The organization of British transport. (London: British Transport Com- 
mission. 1948. Pp. 25.) 


Livery, R. A. The South in action; a sectional crusade against freight rate discrimination 
(Chapel Hill: Univ. of North Carolina Press. 1949. Pp. 98.) 

Owen, W. Automotive transportation—trends and problems. (Washington: Brookings 
Institution, 1949. Pp. viii, 154. $2.) 

Federal Communications Commission reports. Vol. Il, July 1, 1945 to June 30, 
(Washington: Supt. Docs. 1949. Pp. 1536.) 

National transportation policy. (Washington: Chamber of Commerce of U.S., Transpor 
tation and Communications Dept. 1949. Pp. 30.) 


Statistics of communications industry in United States for year ended December 31, 1947 
(Washington: Supt. Docs. 1949. Pp. 292. 75c.) 


Industry Studies 


CuHeney, O. H. Economic survey of the book industry, 1930-1931, With 1947-1948 sta 
tistical report. Prepared for the Nat. Assoc. of Book Publishers. (New York: R. R 
Bowker Co. 1949. Pp. 382. $6.) 
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Hoox, A. Sugar—its production, technology, and uses. (New York: Ronald Press. 


Pp. ix, 155. $3.) 
textile blue book. (Ridgewood, N.J.: Davison Pub. Co. 1949. Pp. 1500. $8.25; 
ed., $5.75.) 
w book, 1949. (Chicago: Davidson Pub. Co. 1949. Pp. 592. $10.) 
; Carolina textiles: southern workers, northern bosses. A study of industrial con- 
ration and locale of ownership. Research dept. econ. rept. (New York: CIO 
tle Workers Union of America. 1949. Pp. 26, mimeo.) 


and Economics; Agricultural Economics; Economic Geography 


J. C. and McCarty, J. F. Urban redevelopment laws and action. 1949 legis. 
no. 10. (Berkeley: Univ. of California Bur. of Public Admin. 1949. Pp. 34, 


K. and Rowrer, M. Problems of water resources in California. 1949 legis. 
(Berkeley: Univ. of California, Bur. of Public Admin. 1949. Pp. 48, mimeo. 


:, H. W. Cleveland fact book. 1949 ed. (Cleveland: Real Property Inventory of 
Metropolitan Cleveland. 1949. Pp. 77. $5.) 


H. E. Real estate principles. 2nd ed. (New York: McGraw-Hill. 1949. Pp. 


He» x, H. W., compiler. Price programs of the United States Department of Agri- 
Dept. of Agric. misc. pub. 683. (Washington: Supt. Docs. 1949. Pp. 64. 15c.) 

C. B. and Ratcurorp, B. U. The impact of federal policies on the economy of 
the south. A report prepared for The Council of Economic Advisers. (Washington: Nat. 
Planning Assoc. 1949. Pp. v, 154.) 

\vailable also as a committee print issued by the Joint Committee on the Economic 


\. E. The future of industrialization and research in Kansas and the midcontinent 
Pt. I. Indus. research sec. no. 14. (Lawrence: Univ. of Kansas. 1949. Pp. 66.) 


Jesness, O. B., editor. Readings on agricultural policy. Assembled and published under 

the auspices of the American Farm Economic Association. (Philadelphia: Blakiston. 
Pp. xi, 470. $4.75.) 

\, F. F. Black gold in the Joaquin. (Caldwell, Idaho: Caxton Printers. 1949. Pp. 


A. State planning and economic development in the south. Committee of the 


South rept. no. 4. (Washington: Nat. Planning Assoc. 1949. Pp. xvi, 193. $3.) 
McLavcnaurn, G. E. and Rosock, S. Why industry moves south. NPA Committee of the 
South rept. (Washington: Nat. Planning Assoc. 1949. Pp. xxi, 148. $3.) 


McMicnaet, S. L. How to finance real estate. (New York: Prentice-Hall. 1949. Pp. 376. 
5.75; text ed., $4.30.) 
Nock, J. L. and Speer, E. L. Changes in rural family income and spending in Ten- 
ee, 1943-1944. Dept. of Agric. misc. pub. no. 666. (Washington: Supt. Docs. 1949. 
112. 25c.) 
D. The TVA idea. (Irvington-on-Hudson: Foundation for Econ. Education. 
Pp. 108.) 
NIER, R. J. Costs and returns on farm mortgage lending by life insurance companies, 
1947. Occas. paper 30. (New York: Nat. Bur. of Econ. Research. 1949. Pp. 55. $1.) 
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Setznick, P. TVA and the grass roots; a study in the sociology of organization. (Berke. 
ley: Univ. of California Press. 1949. Pp. 274.) 


Scuarr, L. H. Farm surpluses: causes and correctives. (New York: Columbia Uniy. 
Seminar on Rural Life. 1949. Pp. 29.) 


SmitH, W. An economic geography of Great Britain. (London: Methuen. 1949, Pp. xii, 
747. 32s., 6d.) 


Southern Illinois—resources and potentials of the sixteen southern-most counties. (Urbana: 
Univ. of Illinois Press. 1949. Pp. xvi, 193. Paper, $2; cloth, $3.) 


Stewie, E. A philosophy for conservation. Mineral indus. exp. sta. circular no. 33. (State 
College: Pennsylvania State College. 1949. Pp. 52. Gratis.) 


Tompkins, D. C. Recent trends in state planning and development. 1949 legis. probs. no. 
9. (Berkeley: Univ. of California, Bur. of Public Admin. 1949. Pp. 24. 75c.) 


Witcox, W. W. Alternative policies for American agriculture. Legislative Ref. Services 
pub. affairs bull. no. 67. (Washington: Library of Congress. 1949. Pp. 29. Apply.) 


Central Arizona Project. Letter from the Secretary of the Interior transmitting a report 
and findings, Mar. 22, 1949. House doc. 136. (Washington: Supt. Docs. 1949. Pp. 210.) 


The Central Arizona Project. Hearings, Subcommittee of the House Committee on Public 
Lands, 81st Cong., 1st sess., Pt. 1-2, Mar. 30-May 7, 1949. (Washington: Supt. Docs. 
1949, 2 pts.) 


Crops and markets. 1949 ed. Dept. of Agriculture, Bur. of Agric. Econ. pub. (Washing- 
ton: Supt. Docs. 1949. Pp. 133. Apply.) 


Current outlook for world demand and prices of farm products, August, 1949, (Washing- 
ton: Food and Agriculture Organization of the U.N. 1949. Pp. 21.) 


Federal grants-in-aid; the anatomy of the problem. Rept. of the Committee on Eco- 
nomic Policy. (Washington: Chamber of Commerce of U. S. 1948. Pp. 34.) 


General farm program. Hearings, special subcommittee of the House Committee on Agri- 
culture, 81st Cong., 1st sess. (Washington: Supt. Docs. 1949. 6 pts.) 


Housing act of 1949. Hearings, House Committee on Banking and Currency, 81st Cong., 
1st sess., Apr. 7-May 9, 1949. (Washington: Supt. Docs. 1949. Pp. 701.) 


National resources policy. Hearings, Senate Committee on Interior and Insular Afairs, 
81st Cong., 1st sess., Jan. 31-Feb. 7, 1949. (Washington: Supt. Docs. 1949. Pp. 470.) 


New industry comes to the South—a summary of the report on location of industry. NPA 
Committee of the South rept. (Washington: Nat. Planning Assoc. 1949. Pp. 44. $1.) 


Proceedings of the sixth International Conference of Agricultural Economists. (New 
York : Oxford Univ. Press. 1949. Pp. 521. $6.50.) 


Proceedings of the ninth conference of the Indian Society of Agricultural Economics, Dec., 
1948. Subjects: Scope and method of teaching and research in agricultural economics 
ir’ India; Economics of mechanisation of agriculture; Price spreads in marketing of 

agricultural produce; Grow more food policy in India. (Bombay: Indian Soc. of Agric. 


E:con., Indian Jour. Agric. Econ., Mar., 1949. Pp. 327.) 


La structure des exploitations agricoles en France. Pub. of Ministére de Finances et des 
Affaires Economiques. (Paris: Imprimerie Nationale. 1949, Pp. 64.) 


Suger in Hawai. (Honolulu: Hawaiian Sugar Planters’ Assoc. 1949. Pp. 96. Apply.) 


World outlook for individual commodities, August, 1949. (Washington: Food and Agri- 
culture Organization of the U.N. 1949. Pp. 19.) 


| | 
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\ W. Provisions of collective bargaining contracts in the Ohio retail lumber 
Bur. of Bus. Research monog. no. 54. (Columbus: Ohio State Univ. 1949. Pp. 


w. H. C., compiler. A trade union library, 1949. Sth ed. (Princeton: Indus. 
ns Section, Princeton Univ. 1949. Pp. vi, 53.) 


E. Greater productivity through labor-management cooperation; analysis of com- 
nd union experience. Research rept. no. 14. (New York: Am. Management Assoc. 
Pp. 15. $3.) 


D. J. The economics of slave labor. Human affairs pamph. no. 42. (Chicago: 
Regnery. 1949. Pp. 33. 25c.) 


D. American social insurance. (New York: Harper. 1949. Pp. xxiii, 671. $5.) 


[. W. Industrial psychology. (New York: Rinehart. 1949. Pp. xvii, 462. $4.25.) 
I. and Wivick, B. J. The UAW and Walter Reuther. (New York: Random House. 


319. $3.) 


H. S. The spirit of industrial relations. (Bombay: Oxford Univ. Press. London: 
Cumberlege. 1947. Pp. xviii, 108. 7s., 6d.) 


H. and GorpBerc, J. P. The role of collective bargaining in a democracy. (Wash- 
Public Affairs Inst. 1949. Pp. 72. 50c.) 


R. A. Company wage policies, a survey of patterns and experience. Research rept. 
Princeton: Princeton Univ. Dept. of Econ. and Soc. Institutions. 1948. Pp. 45.) 


ur, C. E. Unions and capitalism. (New Haven: Yale Univ. Press. 1949. Pp. xi, 


P. The steelworkers’ case for wages, pensions and social insurance, as presented 
ident Truman’s Steel Industry Board. (Pittsburgh: United Steelworkers of 
ica. 1949. Pp. 29.) 


, O. and Carsxapon, T. R. Can labor and management work together? Pub. 
pamph. no. 151. (New York: Public Affairs Committee. 1949. Pp. 32. 20c.) 


G. The question of a flexible statutory minimum wage. Pub. affairs bull. no. 73. 
‘ashington: Legis. Ref. Service, Library of Congress. 1949. Pp. 26.) 


1, T. N. Indian industrial labour—with special reference to textile labour. (Bom- 
Hind Kitabs Ltd. 1949. Pp. vi, 236. Rs. 8-8.) 


F. P. Labour. (London: Hutchinson. 1949. Pp. 230. 7s., 6d.) 


B. and Nrxon, R. National unemployment estimates. Report on the national 
ployment estimates of the Bureau of the Census as published in the Monthly Re- 
n the Labor Force. (Washington: United Electrical, Radio and Machine Workers 
rica. 1949, Pp. 28.) 


cH, M. H. Fundamentals of labor law. (Brooklyn: Brooklyn Law School. 1949. 


18 $2) 


R. H. and Pearce, J. J., Jr. The use of the cost of living factor in general wage 
ijustments—a survey of recent experience and opinion in New Jersey. Occas. stud. 
New Brunswick: Rutgers Univ., Institute of Management and Labor Relations. 
1949. Pp. 29. $1.25.) 


ective bargaining and arbitration—a conference conducted in San Francisco and Los 
Angeles. (Berkeley: Univ. of California Institute of Indus. Relations. 1949. Pp. vii, 38.) 
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Collective bargaining provisions. The following mimeographed preliminary drafts oj chap- 
ters for a revised edition of Bulletin 686, Union Agreement Provisions, may be procured 
from the Bureau of Labor Statistics, Department of Labor, Washington, D. C. 

Guaranteed employment and wage plans. Pp. 55. 

Arbitration provisions. Pp. 65. 

Adjustment of grievances. Pp. 103. 

Employee—benefit plans. Pp. 143. 


Equal remuneration for men and women workers for work of equal value, International 
Labour Conference, 33d session, Geneva, 1950. Rept. V (1). (Geneva 


: Internat. Lab 
Office. 1949. Pp. iv, 125.) 


Guaranteed wages in the iron and steel industry. lron and Steel Committee, third session 
Geneva, 1949, rept. IT. (Geneva: Internat. Lab. Office. 1949. Pp. 48.) 


The hidden payroll—non-wage labor costs of doing business. (Washington: Chamber of 
Commerce of U. S. 1949. Pp. 32. 50c.) 


The Indian labour year book 1947-48. (Simla: Govt. of India Press. 1949. Pp. 
Rs 5/12 or 9s.) 


29¢ 


Industrial relations: conciliation—conciliation and arbitration—co-operation between 
public authorities and employers and workers organisations, International Labour Con- 


ference, 32nd sess., Geneva, 1949. Rept. V, suppl. (Geneva: Internat. Lab. Office. 1949 
Pp. 82.) 


Industry-wide collective bargaining series, published for the Labor Relations Council 
Wharton School of Finance and Commerce, University of Pennsylvania, not previously 
listed in this Review: 

ABERSOLD, J. R. Problems of hourly rate uniformity. 1949. Pp. iv, 60. $1.) 

Baurs, G. O. The San Francisco Employers’ Council. 1948. Pp. vi, 39. 75c. 

FisHER, W. E. Collective bargaining in the bituminous coal industry. 1948. Pp. iv 
$1.50. 

Garrett, S. and Tripp, L. R. Management problems implicit in multi-employer bar- 
gaining. 1949. Pp. v, 61. $1. 

Kerr, C. and Ranpatt, R. Collective bargaining in the Pacific Coast pulp and paper 
industry. 1948. Pp. iv, 32. 75c. 

Pierson, F. C. Multi-employer bargaining: nature and scope. 1948. Pp. vi, 51. 

Potitak, O. Social implications of industry-wide bargaining. 1948. Pp. vi, 72. $1. 

SEYBOLD, J. W. The Philadelphia printing industry: a case study. 1949. Pp. v, 109. 

Proceedings: Conference on industry-wide collective bargaining. 1949. Pp. vii, 87. ‘ 


¢ 


15 
31.5 
International standard classification of occupations. Report prepared for the seventh Inter- 


national Conference of Labour Statisticians. (Geneva: Internat. Lab. Office. 1949. Pp 
139. 75c.) 


Labour problems in Greece—Report of the Mission of the International Labour Office to 
Greece, Oct.-Nov., 1947. (Geneva: Internat. Lab. Office. 1949. Pp. viii, 381. $2.) 


Labor relations. Hearings, Senate Committee on Labor and Public Welfare 181st Cong., 
Ist sess., Feb. 23, 1949. (Washington: Supt. Docs. 1949. Pp. 559.) 


Minimum wage fixing machinery in agriculture, International Labour Conference, 33d 
session 1950. Rept. VII (1). (Geneva: Internat. Lab. Office. 1949. Pp. 85.) 


Premium pay, holiday and shift provisions in selected union agreements 1948-1949. (Wash- 
ington: Bur. of Labor Statistics, Dept. of Labor. 1949. Pp. 39, mimeo.) 


Some effects of the Taft-Hartley Act. (Urbana: Univ. of Illinois Inst. of Labor and 
Indus. Relations. 1949. Pp. 28.) 


Technological improvements in the iron and steel industry and their effects on employ- 
ment. Iron and Steel Committee, third session, Geneva, 1949, rept. III. (Geneva 
Internat. Lab. Office. 1949. Pp. iv, 169.) 
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‘onal training and promotion in the metal trades, Metal Trades Committee, 3d 
n, Geneva, 1941. Rept. II. (Geneva: Internat. Lab. Office. 1949. Pp. iv, 164.) 


ind payroll statistics. Report prepared for the seventh International Conference of 
ir Statisticians. (Geneva: Internat. Lab. Office. 1949. Pp. 177. $1.) 


Population; Social Welfare and Living Standards 


and RreMER, R. Removal and return—the socio-economic effects of the war on 

nonese Americans. (Berkeley and Los Angeles, Univ. of California Press. 1949. 
). $3.75, cloth; $2.75, paper.) 

G. W. The daytime population of the central business district of Chicago. (Chi- 

Univ. of Chicago Press. 1949. Pp. xxiii, 267. $6.) 


E. M. The American social security system. (Boston: Houghton Mifflin. 1949. 
460 $4.50.) 


E. E., editor. Freedom from want—a survey of the possibilities of meeting the 
food needs, a symposium. Prepared for the Am. Assoc. for the Advancement of 
nce. (Waltham, Mass.: Chronica Botanica Co. 1948. Pp. 283. $2.) 


L. I, Lorxa, A. J. and SprecELMAN, M. Length of life—a study of the life 
Rev. ed. (New York: Ronald Press. 1949. Pp. xxv, 379. $7.) 


F., Hornscuvu, H. E., and Wanper, H. Das deutsche fliichtlingsproblem—neue 
een zur beurteilung der bevolkerungsstruktur und der regionalen Lastenverteilung. 
[nstitut fiir Weltwirtschaft an der Universitat Kiel. 1949. Pp. 86.) 


Kk. Old age and blind security programs in California: proposition no. 4 (article 
constitution). 1949 legis. probs. no. 2. Berkeley: Univ. of California, Bur. 
Admin. 1949, Pp. 33, mimeo. $1.) 


G. S. Haynes Foundation budget for moderate income families; prices for Los 
Sept., 1948. (Los Angeles: Haynes Foundation. 1949. Pp. 51. $1.) 


5. R. The reorganization of the Winston County Unemployment Relief Board; 
tudy in community organization and public welfare administration. Community 
ation monog. no. 2. (New York: Association Press. 1949, Pp. 48. $1.) 
J. A., editor. Food. A series of addresses and papers. (New York: Academy of 
il Science, Columbia Univ. 1949. Pp. 127. $2.50.) 


O. Insurance for postwar jobs. (New York: Hobson Book Press. 1945. Pp. 64.) 
J J p 


E. Expanding welfare in a free economy; a commentary on the Ewing report 
nd other recent goverment publications. Nat. econ. probs. no. 431. (New York: Am. 
Enterprise Assoc. 1949. Pp. 42. 50c.) 


Les, A. P. An iniroduction to public welfare. (Boston: Heath. 1949. Pp. 450. $4.) 
Muntz, E. E. Growth and trends in social security. (New York: Nat. Indus. Conference 
1949. Pp. 189.) 


R. B. Impact of taxes on industrial pension plans. Indus. relations monog. no. 14. 
New York: Indus. Relations Counselors. 1949. Pp. 82.) 


MAN, J. B. Population transfers in Asia. (New York: Hallsby Press. 1949. Pp. 149. 


STEINHAUS, H. W. Social security abroad. Pub. no. 71. (Chicago: Research Council for 
Econ. Security. 1949, Pp. 74. Apply.) 
Tittvarp, Sir F., assisted by Batt, F. N. Unemployment insurance in Great Britain 


Leigh-on-Sea: Thames Bank Publishing Co. 1949. Pp. ix, 233. 21s.) 
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Wotp, K. G. Levestandardens gkonomi. (Oslo: Johan Grundt Tanum. 1949. Pp. 253 


Americanizing our immigration laws. (New York: Am. Jewish Committee. 1949. p, 
Apply.) 


The atomic age. (London: Allen and Unwin Ltd. 1949. Pp. 149. $2.50.) 
Sir Halley Stewart Lectures of 1948. Includes lecture on “The Economic Consequences 
of Atomic Energy,” by R. F. Harrod. Other aspects covered by lectures by M. L. (jj 
phant, P. M. S. Blackett, B. Russell, L. Curtis, and D. W. Brogan. 


Case records in public assistance. (Washington: Supt. Docs. 1949. Pp. 237. 75c.) 


Fair Labor standards act amendments of 1949. Hearings before a subcommittee of th, 
Senate Committee on Labor and Public Welfare, 81st Cong., 1st sess. Apr. 11-22, 10946 
(Washington: Supt. Docs. 1949. Pp. 1199.) 


Federal benefits to veterans—an analysis. Project note no. 25. (New York: Tax Founda 
tion. 1949. Pp. 38.) 


Federal old-age and survivors insurance trust fund—ninth annual report of the Board of 
Trustees. S. Doc. 41. (Washington: Supt. Docs. 1949. Pp. 32. 10c.) 


Federal Security Agency, annual report 1948—the administrator's summary. (Washington 
Supt. Docs. 1949. Pp. 51. 20c.) 


Living costs: some relationships—Baltimore and other cities major components. Stud. in 
bus. and econ. vol. iii, no. 2. (College Park: Univ. of Maryland Bur. of Bus. and Ecor 
Research. 1949. Pp. 8.) 


Methods of family living studies. Report prepared for the Seventh International Con 
ference of Labour Statisticians, Geneva, Sept., 1949. (Geneva: Internat. Lab. Offic: 
1949. Pp. 63. 40c.) 


Revolution in birth rates. Population bull. v. 5, no. 3. (Washington: Population Reference 


Bur. 1949. Pp. 7. Apply.) 


1949 survey of consumer finances. Reprint from Fed. Res. Bull., June, 1949. (Washintgon 
Board Govs. Fed. Res. System. 1949. 2 pts.) 


U.S. relations with international organizations. Pt. 3, The International Refugee Organiza- 


tion. Rept. of the subcommittee of the Senate Commitee on Expenditures in the Execu 
tive Departments, 81st Cong., 1st sess. (Washington: Supt. Docs. 1949. Pp. 54.) 


Your community and the nation’s health progress. Proceedings of fourth National Confer- 


ence on Social Security. (Washington: Chamber of Commerce of the U.S. 1949. Pp. 98 


$1.) 


Unclassified Items 


BARNARD, C. I. The Rockefeller Foundation—a review for 1948. (New York: Rockefeller 


Foundation. 1949. Pp. 71. Apply.) 


Harris, S. E. The market for college graduates—and related aspects of education and 


income. (Cambridge: Harvard Univ. Press. 1949. Pp. xvi, 207. $4.) 


Second annual report of the Survey Research Center. (Ann Arbor: Institute for So 
Research, Univ. of Michigan. 1949. Pp. 14.) 


Alfred P. Sloan Foundation Inc. report for 1947-1948. (New York: Alfred P. Sloan 


Foundation. 1949. Pp. v, 62.) 


= 


PERIODICALS 


Economic Theory; General Economics 


Graduate studies in the social sciences. Canadian Jour. Econ. and Pol. Sci., 
Pp. 11. 

G. Sulla misura del grado di monopolio economico di una collettivitd nazionale. 
n. e Annali Econ., May-June, 1949. Pp. 38. 


F. S. Keynesian policies and Christian social teaching. Rev. Soc. Econ., Sept. 


E. G. Oligopoly and imperfect competition. Oxford Econ. Papers, June, 1949. 


W. T. Political economy and enterprise. Canadian Jour. Econ. and Pol. 


Pp. 12. 
\. Les raisonnments fondamentaux de la “Théorie générale.” Rev. d’Econ. 
May-June, 1949. Pp. 16. 
Utilité et bien-étre. Rev. d’Econ. Pol., May-June, 1949. Pp. 17. 
J. Constant proportions, fixed plant and the optimum conditions of production. 


Jour. Econ., Aug., 1949. Pp. 10.) 
M. D. The foundations of welfare economics. Oxford Econ. Papers, June, 1949. 


M C. J. Daniel Raymond, Esquire, founder of American economic thought. 
Ma 1 Hist. Mag., June, 1949. Pp. 12. 
M ua, V. Ulteriori considerazioni su un modello di ciclo economico. Giorn. d’Econ. 


Econ., May-June, 1949. Pp. 37. 


G. M. The theory of comparative costs reconsidered. Oxford Econ. Papers, June, 


I Ld 


E. V. Some thoughts on the nature of interest. Oxford Econ. Papers, June, 1949. 


J. N. Bilateral monopoly and the competitive output. (Quart. Jour. Econ., Aug., 
Pp. 21.) 


M R. E. The welfare economics of Heinrich Pesch. (Quart. Jour. Econ., Aug., 
19.) 


A. G. Market structure and monopoly power. Am. Econ. Rev., Sept., 1949. 


D. Involuntary unemployment and the Keynesian supply function. Econ. Jour., 
Sept., 1949, Pp. 24. 


T. C. The dynamics of price flexibility. Am. Econ. Rev., Sept., 1949. Pp. 12. 


SIt T. H. Accountants, economists, and the valuation of fixed assets. Econ. Jour., 
Sept., 1949. Pp, 17. 
. P. B. Neoclassical economics and monetary problems. Am. Econ. Rev., Sept., 
Pp. 22. 
SINGER, K. Robot economics. Econ. Record, June, 1949. Pp. 26. 


H. The state of economics. Items (Soc. Sci. Research Council), Sept., 1949. 


4) 


C. Rehabilitation of time dimension of investment in macro-dynamic analysis. 
a, Aug., 1949. Pp. 14. 


.. Period analysis and inflation. Economica, Aug., 1949. Pp. 10. 


\. Karl Marx; sa méthode historique et ses analyses économiques. Annales d’Econ. 
|, April-June, 1949. Pp. 8. 


F, W. A. Psychological aspects of economic thought. Jour. Pol. Econ., Aug., 1949. 


N, J. F. Enterprise and profit. Jour. Bus. Univ. Chicago, July, 1949. Pp. 19. 
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Economic History; National Economies 


Ausrey, H. G. Deliberate industrialization. Soc. Research, June, 1949. Pp. 27. 


AyzENSHTADT, A. Learned handmaidens of American capital—a survey of liter 
Econ. Rev., Sept., 1949. Pp. 14. 


Baupin, L. Quelques aspects des politiques économiques des Etats andins. Rey. d’Econ 
Pol., May-June, 1949. Pp. 22. j 


Buck, F. L. Fact and theory about China’s land. For. Affairs, Oct., 1949, Pp. 10. 
CoHEN, J. B. Asia’s economic problems. Far East. Survey, Sept. 21, 1949. Pp. 11, 


ature. Am 


EcksTEIN, A. Land reform and the transformation of agriculture in Hungary. Jour. Farm 
Econ., Aug., 1949. Pp. 13. 

Frauck, P. G., Problems of economic development in Afghanistan. Middle East J 
July, 1949. Pp. 22. 

GoopricH, C. The Virginia system of mixed enterprise: A study of state planning of 
internal improvements. Pol. Sci. Quart., Sept., 1949. Pp. 33. 

HatseMaA, J. J. Development plans in the Philippines. Far East. Survey, Oct. 5, 1949 
Pp. 6. 

HAMMEN, O. J. Economic and social factors in the Prussian Rhineland in 1848. Am. Hist 
Rev., July, 1949. Pp. 16. 

HetieIns, K. F. Population movement and agrarian depression in the later middle age 
Canadian Jour. Econ. and Pol. Sci., Aug., 1949. Pp. 10. 

Hewes, L. I., JR. On the current readjustment in land tenure in Japan. Land Econ., Aug 
1949. Pp. 14. 

Latwanl, K. C. Fundamentals of economic planning in Free India. Indian Jour. Econ 
April, 1949. Pp. 14. 

Leser, C. E. V. Changes in level and diversity of employment in regions of Great Britain, 
1939-47. Econ. Jour., Sept., 1949. Pp. 17. 

Kropstock, F. H. Monetary reform in Western Germany. Jour. Pol. Econ., Aug., 1949 
Pp. 16. 

PAguet, R. The economic recovery of Belgium. Manchester School Econ. and Soc. Stud 
May, 1949, Pp. 6. 

Ricwarps, C. S. Some thoughts on the union’s economic outlook. So. Afr. Jour. Econ 
June, 1949. Pp. 13. 

Weir, C. Economic developments in Western Germany. Internat. Affairs, July, 1949 
Pp. 8. 

The economic outlook in India. World Today, Sept., 1949. Pp. 8. 

L’industrie hongroise depuis la fin de la guerre. Etudes et Conjonctures, blue ser., May 
June, 1949. Pp. 38. 

Inventaire des ressources de l'économie francaise en 1948. Etudes et Conjoncture, specia 
number, 1949. Pp. 120. 

Les plans industriels autrichiens. Etudes et Conjoncture, blue ser., May-June, 
Pp. 24. 

The price of gold and South African economic interests. World Today, Sept., 1949. Pp. 


our 


Les problémes économiques de l’état d’Israel. Etudes et Conjoncture, blue ser., July-Aug., 
1949. Pp. 17. 

La situation économique en France @ la fin du premier semestre, 1949. Etudes et Con 
joncture, red ser., July-Aug., 1949. Pp. 29. 


A survey of economic and social conditions in Japan. Internat. Lab. Rev., July, 19+ 
Pp. 27. 
Western Germany after currency reform. World Today, July, 1949. Pp. 10. 


I 
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Statistics and Econometrics 


~ 


R. G. D. The economic theory of index numbers. Economica, Aug., 1949. Pp. 7. 
G. Control of a general census by means of an area sampling method. Jour. Am. 

Stat. Assoc., Sept., 1949. is SP 

M. H. Comment on Soviet economic statistics. Soviet Studies, June, 1949. Pp. 10. 
D. and Sterner, G. A. The War Production Board’s statistical reporting experi- 


V and VI. Jour. Am. Stat. Assoc., Sept., 1949. Pp. 30. 
rice, S. A. El papel futuro del Instituto Internacional de Estadistica. Estadistica, Dec., 
Pp. 7 
<ins, R. J. Statistical requirements for economic mobilization. Jour. Am. Stat. Assoc., 
Sept.. 1949. Pp. 7. 


Economic Systems; Planning and Reform; Cooperation 
H. Liberty, equality and full employment. Lloyds Bank Rev., July, 1949. Pp. 19. 
ex, L. L. Pashukanis and Vyshinsky: A study in the development of Marxian legal 
heory. Michigan Law Rev., June, 1949. Pp. 10. 
Hovoe, B. J. The economic and social crisis of Europe. Soc. Research, Sept., 1949. Pp. 18. 


Macpnerson, C. B. The political theory of social credit. Canadian Jour. Econ. and Pol. 
Sci., Aug., 1949. Pp. 26. 
Mavipon, F. R. E. The consumer in a planned economy. Econ. Record. June ,1949. Pp. 17. 


C. Evaluation of economic systems. Rev. Soc. Econ., Sept., 1949. Pp. 16. 

The Discussions on Varga’s “Changes in the Economy of Capitalism.” Soviet Studies, June, 
Pp. 12. 

The peasant in Eastern Europe’s economic planning. World Today, Aug., 1949. Pp. 11. 


National Income and Social Accounting 


wn, H. P. The composition of personal income. Econ. Record, June, 1949. Pp. 19. 
ns, E. The economic survey for 1949: Manchester School Econ. and Soc. Stud., May, 
Pp. 17. 
Lis, P. Economist estimates Oregon income levels in 1960. Oregon Bus. Rev., July, 1949. 


G. Epargne réelle et épargne monétaire. Rev. d’Econ. Pol., May-June, 1949. Pp. 17. 
END, I. Personal saving in the postwar period. Survey of Current Bus., Sept., 1949. 


RosenBerc, W. New Zealand official estimates of national income. Econ. Record, June, 


SanDEE, J. Independent applications of national accounts. Economica, Aug., 1949. Pp. 6. 

ScHwartz, C. F. and Grawam, R. E., Jr. State income payments in 1948. Survey of Cur- 
rent Bus., Aug., 1949. Pp. 11. 

SEERS, D. Income distribution in 1938 and 1947. Bull. Oxford Univ. Inst. Stat., Sept., 1949. 


{ Nete om current Marxist definitions of the national income. Oxford Econ. 
Papers, June, 1949, Pp. 9. 
seers, D. and Watuis, P. F. D. Changes in real national income. Bull. Oxford Univ. Inst. 
stat., June, 1949. Pp. 14. 
{1 national income matrix. Bull. Oxford Univ. Inst. Stat., July-Aug., 1949. Pp. 13. 
SINGER, H. W. and Leser, C. E. V. Industrial productivity in England and Scotland. 
Jour. Royal Stat. Soc., vol. cxi, pt. iv, 1948. Pp. 22. 


| 
| 
D, 
I 
I le 
) 
; 
| 


1384 AMERICAN ECONOMIC REVIEW 
National income in Canada, 1948. Lab. Gazette, June, 1949. Pp. 1. I 
National income and product statistics of the United States 1942-48. Survey Current Bus., i Pp. 2 
July, 1949. Pp. 27. [HLEFELE 
Social accounting. Accounting Rev., July, 1949. Pp. 32. 1949, | 
Includes Social accounting: an invitation to the accounting profession, by W. W. \yssBav 
Cooper; Financial statements for the economy, by I. Friend; National accounting sys- TCRRONI, 
tems and the European Recovery Program, by E. Hagen; and Sccial accounting for ‘i 
money flows, by M. A. Copeland. 
Rev., 
Business Fluctuations; Prices — 
Ack.ey, G. Inflation and equality: comment. With rejoinder by D. McC. Wright. Am July, 1 
Econ. Rev., Sept., 1949. Pp. 6. 
Bassik, V. L. Price level prospects. Current Econ. Comment, Feb., 1949. Pp. 7. Bu 
BounmaTian, M. Les travaux publics et le chémage conjecturel. Rev. d’Econ. Pol., May- ROBBINS, 
June, 1949. Pp. 17. Pp. 18 
Bowen, H. R. Toward economic stability. Current Econ. Comment, Aug., 1949. Pp. 4 SULVERM! 
Brown, E. C. Some evidence on business expectations. Rev. Econ. and Stat., Aug., 1949. 
Pp. 3. 

Fers, R. Warburton vs. Hansen and Keynes. Am. Econ. Rev., Sept., 1949. Pp. 7. AEN, I 
Gipson, J. D. Business prospects in Canada. Canadian Jour. Econ. and Pol. Sci., Aug. Brcy, A 
1949. Pp. 7. Pp. 2 
GREBLER, L. Stabilizing residential construction—a review of the postwar test. Am. Econ. BUTTERS. 

Rev., Sept., 1949. Pp. 13. Sept., 1 
Leruer, A. P. The inflationary process: some theoretical aspects. Rev. Econ. and Stat., CHRETIE! 
Aug., 1949. Pp. 7. vol, 4, 
McCartuy, P. J. Employment policies and the Employment Act. Rev. Soc. Econ., Sept., CLUSEAU 
1949. Pp. 5. Financ 
Marcotts, J. Public works and economic stability. Jour. Pol. Econ., Aug., 1949. Pp. 11. Cote? 
Nerr, P. Professor Friedman’s proposal: comment. With rejoinder by M. Friedman. Am. D’ArBeR 
Econ. Rev., Sept., 1949. Pp. 10. July, 1 
NeEIsserR, H. The economic state of the nation. Soc. Research, Sept., 1949. Pp. 12. DoBRovo: 
Pierson, J. H. G. The underwriting approach to full employment: a further explanation 1949, | 
Rev. Econ. and Stat., Aug., 1949. Pp. 11. Harriss, 
Savers, R. S. The instability of the American economy. Westminster Bank Rev., Aug., 1949, ] 
1949. Pp. 7. HELLER, 
Spear, H. M. Dividend policies under changing price levels. Harvard Bus. Rev., Sept., 1049, |] 
1949. Pp. 10. Hoover. 
Wricut, D. M. The budget, the business cycle and Russia. Commercial and Fin. Chron- HowELt. 
icle, July 14, 1949. Pp. 2. busine: 
The January 1949 economic report of the President. Introduction, Harris, S. E. Appraisals, Kozkx. | 
T. Wilson, F. W. Paish, H. S. Ellis, G. Terborgh, E. E. Hagen. Rev. Econ. Stat., Aug., 1048. ] 
1949. Pp. 17. Martin, 
Recent changes in production and prices. Fed. Res. Bull., July, 1949. Pp. 12. 1049. ] 
Report of the Royal Commission on Prices. Lab. Gazette, June, 1949. Pp. 3. Nocako, 
Wholesale prices in 1947. By the editor of The Statist. Jour. Royal Stat. Soc., vol. cxi, Financ 
pt. iv, 1948. Pp. 15. Moore, \ 
Pp. 9. 

Money and Banking; Short-Term Credit; Consumer Finance Part, G. 
Apter, H. The post-war reorganization of the German banking system. (Quart. Jour rh : 
Econ., Aug., 1949. Pp. 20.) —s 
Croreau, J. T. The credit union: legal form versus economic function. Rev. Soc. Econ., eon 


Sept., 1949. Pp. 19. 
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J. Plans for a national bank in Spain, 1701-83. Jour. Pol. Econ., Aug., 1949. 
\. Reducing the bank deposit insurance premium. Harvard Bus. Rev., July, 


\. A note on the idea of world money. Pol. Sci. Quart., Sept., 1949. Pp. 9. 
B. Credit policy and unemployment in Italy. Rev. Econ. Conditions in Italy, 
Py 8. 
Ss. Hungary’s monetary crisis: comment. With rejoinder by B. Nogaro. Am. Econ. 
Sept., 1949. Pp. 4. 
C. Monetary policy and business forecasting. 11. Jour. Bus. Univ., Chicago, 
). Pp. 10. 


Business Finance; Investments and Security Markets; Insurance 


S. M. Competitive bidding in sale of securities. Harvard Bus, Rev., Sept., 1949. 


H. R. Factoring as a financing device. Harvard Bus. Rev., Sept., 1949. Pp. 18. 


Public Finance 


yen, H. K. Illinois Commission studies tax problems. Nat. Tax Jour., Sept., 1949. Pp. 13. 
\. H. Federalism and finance. Manchester School Econ. and Soc. Stud., May, 1949. 


|. K. Federal income taxation and external vs. internal financing. Jour. Finance 
Sept., 1949. Pp. 8. 

M. Le probléme de la réforme de la fiscalité francaise. Openbare Financién, 

». 2, 1949. Pp. 27. 
M. Peut-on assimiler impét et emprunt comme procédé de financement? Openbare 
3, no. 4, 1948. Pp. 17. ; 

G. W. The economics of the “Pegs.” Current Econ. Comment. Feb., 1949. Pp. 6. 

D's 0, E. Aspects of Italy’s post-war fiscal policy. Rev. of Econ. Conditions in Italy. 
). Pp. 10. 

y, S. P. Business income taxation and asset expansion. Jour. Finance, Sept., 


C. L. Federal estate taxes and philanthropic bequests. Jour. Pol. Econ., Aug., 


HELLER, W. W. Tax and monetary reform in Occupied Germany. Nat. Tax Jour., Sept., 


H. C. Taxes and spending—double danger. Tax Digest, Sept., 1949. Pp. 2. 
HOWELL, P. L. The effects of federal income taxation on the form of external financing by 
business. Jour. Finance, Sept., 1949. Pp. 13. 


KozAK, J. Czechoslovak budget economy after the war. Openbare Financién, vol. 3, no. 4, 


D 


I 


Martin, J. W. American taxation and World War '1. Openbare Financién, vol. 4, no. 2, 

Nocaro, B. La politique financiére et monétaire du gouvernement francais. Openbare 
Financién, vol. 4, no. 2, 1949. Pp. 9. 

Moore, W. H. State experiments in mortgage lending. Jour. Bus. Univ. Chicago, July, 1949. 


G. U. Aspects de la finance d’aprés-guerre les finances publiques Italiennes. Open- 
ire Financién, vol. 3, no. 4, 1948. Pp. 16. 
dD, B. U. The economics of public debts. Openbare Financién, vol. 3, no. 4, 1948 


D, 14 


Stuvenskt, P. Federal grants-in-aid. Nat. Tax Jour., Sept., 1949. Pp. 22. 
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International Economics 

BatocH, T. The concept of a dollar shortage. Manchester School Econ. and Soc. 
May, 1949. Pp. 16. 

———.. Should sterling be devalued? Bull. Oxford Univ. Inst. Stat., July-Aug., 1949. Pp. 15 


———. Static models and current problems in international economics. Oxford Econ. Papers, 
June, 1949. Pp. 8. 


Bioomrietp, A. I. Induced investment, overcomplete international adjustment, and 
chronic dollar shortage. With rejoinder by C. P. Kindleberger. Am. Ecoon. Rev.. Sept., 
1949. Pp. 6. 


CouHEN, J. B. Asia’s economic problems. Far East. Survey, Sept. 21, 1949. Pp. 5. 

CrAawrorbD, D. M. United States foreign assistance legislation, 1947-1948. Yale Law Jour., 
May, 1949. Pp. 53. 

Fiorin, R. Le plan Marshall et le plan Truman peuvent-ils éviter une “crise de surproduc- 
tion?” Rev. d’Econ. Pol., May-June, 1949. Pp. 14. 

Haserier, G. Economic aspects of a European union. World Politics, July, 1949. Pp. 11 

Hacen, E. E. The federal budget for 1950. Current Econ. Comment, Feb., 1949. Pp. 12 

HARTLAND, P. C. Interregional payments compared with international payments. (Quart 
Jour. Econ., Aug., 1949. Pp. 16.) 

Hawtrey, R. G. The function of exchange rates. With comment by Sir Hubert Hender- 
son. Oxford Econ. Papers, June, 1949. Pp. 12. 

Hoar, A. S. G. Financing the development of under-developed countries. India Quart., 
Apr.-June, 1949. Pp. 4. 

Kirk, G. The Atlantic Pact and international security. Internat. Organization, May, 1949 
Pp. 15. 

Koo, A. Income elasticity of demand for imports. Am. Econ. Rev., Sept., 1949. Pp. 4 

MackintosH, W. A. Canada’s stake in Anglo-American solidarity. For. Affairs, Oct., 1949 
Pp. 12. 

Metzcer, L. Export competition: German and Japanese postwar trade. Am. Perspective, 
Sept., 1949. Pp. 15. 

Metzter, L. A. Tariffs, international, and domestic prices. Jour. Pol. Econ., Aug., 194° 
Pp. 17. 

Morcan, D. T. The British Commonwealth and European economic cooperation. Econ 
Jour., Sept., 1949. Pp. 19. 

. The economy of Europe. Economica, Aug., 1949. Pp. 8. 

Ropertson, D. H. Britain and European recovery. Lloyds Bank Rev., July, 1949. Pp. 13 

ScHULER, R. A free-trade area. Soc. Research, June, 1949. Pp. 16. 

Smitu, A. H. Evolution of the exchange control. Economica, Aug., 1949. Pp. 6. 

STANNER, W. E. H. Observations on colonial planning. Internat. Affairs, July, 1949. Pp. 1! 

TautscHer, A. Die férderationswirtschaftliche geldordnung. Politeia, vol. I, fasc. 3/4, 194° 
Pp. 14. 

Warsurton, C. The tripartite problem of scarce currencies. Pol. Sci. Quart., Sept., 194° 
17. 

WituaMs, J. H. The British crisis: a problem in economic statesmanship. For. Affairs 
Oct., 1949. Pp. 17. 

Annual report of the Bank for International Settlements. Fed. Res. Bull., Aug., 194° 
Pp. 22. 

La balance commerciale et les termes de l’echange (1st partie). Etudes et Conjoncture, red 
ser., July-Aug., 1949. Pp. 35. 

Le Commerce extérieur Tchécoslovaque. Etudes et Conjoncture, blue ser., May-June, 1940 
Pp. 20. 

Dangers et incertitude de la “référence—or.” Etudes et Conjonctures, red ser., May-June 
1949. Pp. 17. 


Stud., 
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PERIODICALS 


ean payments scheme: new version. World Today, Aug., 1949. Pp. 10. 

y rebuilding the European economy. Internat. Organization, May, 1949. Pp. 26. 

‘ the National Advisory Council on international monetary and financial prob- 
1048-March 31, 1949. Fed. Res. Bull., Sept., 1949. Pp. 16. 

nsen situation économique de la Grande-Bretagne et probleme de la trans- 

droits de tirage. Etudes et Conjoncture, blue ser., July-Aug., 1949. Pp. 10. 


Business Administration 


1 S. The volume and significance of mercantile credit. Jour. Marketing, Oct., 1949 


D. New laws of retail gravitation. Jour. Marketing, Oct., 1949. Pp. 6. 
lr. W. Use of replacement figures in cost accounting for pricing and income- 
nt purposes. Jour. Accountancy, July, 1949. Pp. 7. 
Y. Depreciation and high costs: the emerging pattern. Jour. Accountancy, 
Pp. 9 
R. W. Selection and training of commercial research analysts. Jour. Marketing, 


Considerations in the setting of retail prices. Jour. Marketing, July, 1949. 


F. The functional cycles of accounting and management. NACA Bull., June 15, 
\. New outlooks for marketing. Jour. Bus. Univ. Chicago, July, 1949. Pp. 9. 


Industrial Organization and Markets; Public Regulation of Business 
rk, S. S. The effect of size of manufacturing corporation on distribution of the 
return. Rev. Econ. and Stat., Aug., 1949. Pp. 7. 
P. H. The significance of the Hoover Commission Report. Yale Rev., Autumn, 


\ J 


\. [mplication of capital-saving inventions. Soc. Research, Sept., 1949. Pp. 13 
J. M. Machlup on the basing-point system. (Quart. Jour. Econ., Aug., 1949. Pp. 7.) 
H. The trial of economic and technological issues of fact: I. Yale Law Jour., 
Pp. 31. 
H. The Hoover Commission Reports. Pol. Sci. Quart., Sept., 1949. Pp. 15 
F. The reports of the Hoover Commission. Rev. Politics, July, 1949. Pp. 24. 
R. Profits in British industry from 1924 to 1935. Oxford Econ. Papers, June, 1949. 


Basing point pricing and public policy. (Quart. Jour. Econ., Aug., 1949. Pp 


s, W. A. The British Monopolies Act. Manchester School Econ. and Soc. Stud., May, 
10. Pp. 10 
McAtuster, P. B. and Quicc, M. T. The art of selecting and exploiting half truths: a 
rep “giantism and basing points.” Yale Law Jour., June, 1949. Pp. 11. 
) M. M. Corporate size and rate of profit. Indian Jour. Econ., April, 1949. Pp. 10. 
. K. D. Price policy of the Challenge Cream and Butter Association: Il. Jour. 
Marketing, July, 1949, Pp. 11. 


R. V. British Public Administration: the National Coal Board. Pub. Admin., 
Summer, 1949, Pp, 11, 


(URR, S. H, Atomic power in selected industries. Harvard Bus. Rev., July, 1949. Pp. 21 


TH, L. The regulation of some New England holding companies. Land Econ., Aug., 
Pp 15 


YKES, J. The development areas. Manchester School Econ. and Soc. Stud., May, 1949 
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Dimension des entreprises et productivité. L’exemple de Vindustrie laitiere dans le bassin 
de la Colombie (Etats-Unis). Etudes et Conjoncture, blue ser., July-Aug., 1949. Pp. ¢ 


Public Utilities; Transportation; Communications 

GinsBurc, N. S. Manchurian railway development. Far East. Quart., Aug., 1949. Pp. 14 

Grant, R. D. Pattern for public power in New England. Pub. Utilities Fortnightly. June 
9, 1949. Pp. 9. 

Industry Studies 

Isarp, W. and Lansinc, J. B. Comparisons of power cost for atomic and conventional 
steam stations. Rev. Econ. and Stat., Aug., 1949. Pp. 9. 

SMYTHE, D. W. Television: position and outlook. Current Econ. Comment, Feb.. 1949 
Pp. 19. 

Construction markets in mid-1949. Fed. Res. Bull., Aug., 1949. Pp. 8. 


Land Economics; Agricultural Economics; Economic Geography 

BANFIELD, E. C. Ten years of the farm tenant purchase program. Jour. Farm Econ 
Aug., 1949. Pp. 18. 

Hatcrow, H. G. and HurrMan, R. E. Great Plains agriculture and Brannan’s farm pro 
gram. Jour. Farm Econ., Aug., 1949. Pp. 12. 

Henprix, W. E. The Brannan plan and farm adjustment opportunities in the cotton 
South. Jour. Farm Econ., Aug., 1949. Pp. 10. 

Heiic, S. R. Returns to capital invested in the gold mining industry in South Africa 
So. Afr. Jour. Econ., June, 1949. Pp. 9. 

Jounson, D. C. High level suppcrt prices and corn belt agriculture. Jour. Farm Econ 
Aug., 1949. Pp. 10. 

KimBALL, S. T. Rural social organization and cooperative labor. Amer. Jour. Soc., July 
1949. Pp. 12. 

Lomax, K. S. An agricultural production function for the United Kingdom, 1924 to 1947 
Manchester School Econ. and Soc. Stud., May, 1949. Pp. 17. 

Matset, S. T. Variables commonly igncred in heusing demand analysis. Land Econ., 
Aug., 1949. Pp. 15. 

NevuBERGER, R. L. Columbia Valley Authority—order on the frontier. Survey, July, 1949 
Pp. 5. 

SHepuerp, G. The field of agricultural marketing research: objectives, definition, content, 
criteria. Jour. Farm Econ., Aug., 1949. Pp. 12. 

Sykes, J. Post war distribution of industry in Great Britain. Jour. Bus. Univ., Chicago 
July, 1949. Pp. 10. 

Tayior, P. S. Central Valley project; water and land. Western Pol. Quart., June, 19% 
Pp. 26. 

The balance sheet of agriculture, 1949. Fed. Res. Bull., Sept., 1949. Pp. 10. 

Farm policy; a great opportunity. Fortune, July, 1949. Pp. 5. 

Missouri Valley. Fortune, Aug., 1949. Pp. 3. 

Supplies and prices of agricultural commodities. Fed. Res. Pull., Sept., 1949. Pp. 11. 


Labor 

Brown, E. H. P. Equal pay for equal work. Econ. Jour., Sept., 1949. Pp. 15 

Crosstanp, C. A. R. The movement of labour in 1948 (Part I). Bull. Oxford Univ Inst 
Stat., May, 1949. Pp. 10. 

Date, E. Increasing productivity through labor-management co-operation. Indus. and Lab 
Rel. Rev., Oct., 1949. Pp. 12. 

Ever, P. Industrial peace and conflict: a study of two Pacific Coast industries. Indus 
and Lab. Rel. Rev., July, 1949. Pp. 25. 

Fornanper, O. pe R. The Commonwealth Court of Conciliation and Arbitration—a 
survey. (Quart. Jour. Econ., Aug., 1949.) 


brief 
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K. Some international aspects of strikes. Bull. Oxford Univ. Inst. Stat., 
Pp. 8. 
1 Works councils. Internat. Lab. Rev., June, 1949. Pp. 35. 
D. L. The labor movements in Australia and New Zealand. Soc. Research, 


Py r2 


~ 


S. Understanding union attitudes. Harvard Bus. Rev., July, 1949. Pp. 7. 
W. J. The labor movement in Egypt. Middle East Jour., July, 1949. Pp. 16. 
E. Labor law—relationship of federal and state authority over labor relations. 
vy Rev., June, 1949. Pp. 9. 
G. F. The closed shop is not a closed issue. Indus. and Lab. Rel. Rev., July, 


B. The guaranteed weekly wage in British metal trades. Internat. Lab. Rev., 
Pp. 22. 
H. and JurKat, D. B. Economic Function of Strikes. Indus. and Lab. Rel. 
Pp. 19. 
D. R. Where is organized labor going? Harvard Bus. Rev., July, 1949. Pp. 7. 
Profit-sharing plans in industry, Harvard Bus. Rev., Sept., 1949. Pp. 24. 
L. The function of management in achieving sound labor relations. Indus. and 
Rel. Rev., July, 1949. Pp. 18. 
R. A. Aspects of joint bargaining in the rubber industry. Indus. and Lab. Rel. 
Oct., 1949. Pp. 14. 
f labour legislation in India, 1937-1948: II. Internat. Lab. Rev., May, 1949. 


nt developments in France, 1944-49. Mo. Lab. Rev., July, 1949. Pp. 6. 
r situation at midyear 1949. Mo. Lab. Rev., Sept., 1949. Pp. 6. 


Population; Social Welfare and Living Standards 


R. Population pressure and food production potentialities. Land Econ., Aug., 
D. O. The theory of population growth cycles. Am. Jour. Soc., Sept., 1949. 


R. C. Consumer expenditure in India, 1931-2 to 1940-1. With discussion. Jour. 
Royal Stat. Soc., vol. cxi, pt. iv, 1948. Pp. 48. 
F \. S. Social legislation in Uruguay. Internat. Lab. Rev., Mar. 1949. Pp. 26. 
\. T. The national insurance funds. Economica, Aug., 1949. Pp. 15. 
R. Some new emphases in population analysis. So. Afr. Jour. Econ. June, 1949. 
D. The cost of living 1938-1948. Bull. Oxford Univ. Inst. Stat. May, 1949. Pp. 12. 
lr. A “human need.” Bull. Oxford Univ. Inst. of Stat., June, 1949. Pp. 14. 
P. D. Wages, income and compensation under unemployment insurance. Indus. 
Rel. Rev., Oct., 1949. Pp. 9. 
50 ntinental census, report on minimum suggestions submitted by the Sociedade 
brasileira de Estatistica. Estadistica, Dec., 1948. Pp. 6. 
Pension and welfare plans in Canadian industry. Lab. Gazette, June, 1949. Pp. 6. 
iv trends in social security: income security, I. Internat. Lab. Rev., June, 1949. 
IT, Internat. Lab. Rev., July, 1949. Pp. 20. 
war trends in social security: Medical care, I. Internat. Lab. Rev., Aug., 1949. Pp. 
II, Internat. Lab. Rev., Sept., 1949. Pp. 24. 
*% survey of consumer finances. Part 3, Distribution of consumer income in 1948. Fed 
Res Bull., July, 1949. Pp. 14. Part 4, Consumer ownership and use of liquid assets 
red. Res. Bull. Aug., 1949. Pp. 15. Part 5, Home ownership and expenditures for hous- 
Fed. Res. Bull., Sept., 1949. Pp. 15. 
H. P. The composition of personal income. Econ. Record, June, 1949. Pp. 19. 
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NOTES 


The annual meeting of the American Economic Association will be held at the Com- 
modore Hotel, in New York City, December 27-30, 1949. A preliminary program was an- 
nounced in the September number and a more complete program has been sent to ll 
members with a ballot for the election of officers for the coming year. 


EpiTorIAL Note ON BIBLIOGRAPHY 


In preparing the bibliography for the Periodicals department of the Review, there 
always exists an insoluble problem of where to draw the line. For domestic publications 
the problem is not particularly serious. The listings are mainly from the technical journals 
of economics and other social sciences, but also include many gleaned, not too systemati- 
cally, from other sources. Editorial efforts are now being made to reduce the latter to 
more systematic coverage, drawing the line against the too ephemeral and those too far 
on the fringe of economists’ interest. 

The case of foreign listings, however, is more baffling. After the war, without any par- 
ticular plan, more and more listings were gradually made from the renascent economic 
and related journals, even those in the less well-known languages, and from the numerous 
Latin American journals, This produced a large number of entries either of dubious value 
or accessible to only a few readers. 

We have come to the conclusion that the Review could without serious disadvantage 
to its readers cut down rather sharply on entries from these sources, and in particular from 
journals in the more esoteric languages. This policy is based in large part upon the valu- 
able service being rendered by the Economic Journal (London) in publishing the table of 
contents of most of the European and some other foreign language economic journals 
We assume that most American scholars interested in economic articles published in 
Scandinavian, Dutch, Polish, Czech and other journals have access to the Economic Journal 
and can secure their bibliographical guidance from that source. The addresses of most of 
the journals can be found in the 1948 Handbook of the American Economic Association, 
beginning at page 337. 

The Review will continue its comprehensive listing of articles in the English-language 
journals and a somewhat more selective listing from journals in the more widely known 
European languages. 

While speaking of bibliography, a word may be said about the Titles of New Books 
department of the Review. A rather extensive inquiry was made among readers of the 
Review to find out whether we might not save space by listing fewer relatively ephemeral 
or unimportant items, especially in the pamphlet field. It appeared, however, that many 
specialists desired to have such material called to their attention. The policy in this 
respect will therefore remain unchanged. 


OPPORTUNITIES FOR STuDY, RESEARCH AND TEACHING ABROAD 

Numerous opportunitic: to do graduate work or advanced research, or to serve as visit- 
ing professors, are offered ‘o American economists under the Fulbright Act. 

Graduate students interested in the possibilities for study should make application to 
the Fulbright Program adviser at their university or, if not currently enrolled, to the 
Institute of International Education, 2 West Forty-fifth Street, New York 19, N.Y. 

Persons interested in the opportunities for visiting professors and research scholars 
should write to the Conference Board of Associated Research Councils, 2101 Constitu- 
tion Avenue, Washington 25, D.C. 


ESTABLISHMENT OF JOINT COMMITTEE ON SOUTHERN ASIA 


The American Council of Learned Societies and the Social Science Research Council 
have established a Joint Committee on Southern Asia for the purpose of appraising 
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srican studies relating to India, Pakistan and Southeast Asia and making plans for their 
+her development. Those interested in the work of the committee should communicate 

Miss Alice Thorner, Executive Secretary, Box 17, Bennett Hall, University of Penn- 
snia, Philadelphia 4, Pennsylvania. 


4n Institute of Social and Economic Research has been established at University Col- 
‘ the West Indies, Jamaica, West Indies. The director is Mr. H. D. Huggins. 


Deaths 


Benjamin M. Anderson, January 19, 1949. 
rank D. Graham, September 24, 1949. 


ege 


Appointments and Resignations 


&. Abner has been appointed instructor in economics at the University of Louis- 


Robert J. Agnew has been appointed instructor in the industry department, School of 


nes \dministration, University of Pittsburgh. 
Norman Albrecht has been appointed graduate instructor in economics at Tufts College. 
Sidney S. Alexander has resigned as assistant professor of economics at Harvard Uni- 
versity to take a position with the International Monetary Fund. 


Graydon K. Anderson, of the University of Wisconsin, has been appointed assistant 
fessor of economics at San Diego State College. 
ir Axelson has been named lecturer in marketing at the University of Miami. 


Joe S. Bain, Jr., has been promoted to professor of economics at the University of 
ilifornia, Berkeley. 
Ralph L. Baker has been promoted to an associate professorship in the department 


nomics and sociology at Iowa State College. 
Robert Banzhaf has been appointed instructor in economics and commerce at the Uni- 
t Chattanooga. 
Robert A. Battis has been appointed instructor in economics at Lafayette College. 
F. N. Beard has been appointed assistant professor of accounting in the department 
{ political economy at the University of Toronto. 
William N. Bergstrom has been promoted to the rank of associate professor of account- 
the College of Business Administration, Marquette University. 
Robert E. Bickner is an instructor in the College of Business Administration, Univer- 
t Georgia 
Warren J. Bilkey has been appointed instructor in economics at the University of 


Leonard J. Bisbing has been appointed associate professor and chairman of the depart- 
of marketing, and director of the Bureau of Economic and Business Research in the 

ege of Business Administration, Marquette University. 
Martin L. Black is on leave from Duke University to work with the Atomic Energy 
mission 

Jacob J. Blair, formerly staff arbitrator for the U. S. Conciliation Service, has been 
ppointed professor of economics in the School of Business Administration, University of 
_Roy G. Blakey has been appointed visiting professor of economics at the University of 
\alfornia at Los Angeles for the current year. 

Fred Blum has been appointed lecturer in economics for the fall term at Michigan 
state College 
corge D. Bodenhorn has been appointed lecturer in economics at the University of 
at Los Angeles. 


\ 
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S. Lees Booth has been appointed instructor in economics at’ Lafayette College. 

Richard M. Bourne has been promoted from instructor to assistant professor of 
economics and labor relations in the College of Business Administration, University of 
Nebraska. 

Royal Brandis has been appointed instructor in economics at Duke University. 

Jack Bright has been appointed instructor in accounting at Illinois Institute of Tech- 
nology, Chicago. 

Roye! J. Briggs has resigned as professor of economics at Central Missouri State Col- 
lege to accept a post at Superior State College, Superior, Wisconsin. 


Henry D. Brohm, of the University of Illinois, has been appointed associate professor 
of marketing at the University of Florida. 


O. L. Brough has been appointed professor of economics at Iowa State College. 

Yale Brozen has returned to Northwestern University after a six months’ leave of 
absence, during which he served as consultant for the Social Science Research Council's 
Committee on Social Implications of Atomic Energy and Technological Change. 

Edward C. Budd has been appointed assistant professor of economics in the College 
of Commerce and Business Administration, University of Illinois. 

M. M. Bronfenbrenner is on leave from the University of Wisconsin to do tax research 
work for the United States Army in Japan. 

R. L. Bunting has been appointed assistant professor of economics at the University 
of North Carolina. 

Daniel W. Burch is agricultural economist in the tax section of the Bureau of Agri- 
cultural Economics. 

John F. Burke has been promoted from associate professor to professor of accounting at 
the University of Georgia. 

John A. Buttrick, formerly of Yale University, has joined the staff of Northwestern 
University as an instructor in the department of economics. 

Leonard F. Cain has been appointed instructor in economics in the Graduate School 
of Social Science, The Catholic University of America. 

Francis J. Calkins has been promoted to the rank of professor and chairman of the de- 
partment of finance in the College of Business Administration, Marquette University. 

Carl E. Calohan, of the University of Alabama, has been appointed instructor in eco- 
nomics at the University of Florida. 

James J. Carney, Jr., has been named chairman of the department of finance at the 
University of Miami. 

Robert Campbell has been appointed assistant professor of economics in the College 
of Commerce and Business Administration, University of Illinois. 

W. M. Capron has been appointed assistant professor of economics in the College of 
Commerce and Business Administration, University of Illinois. 

Leonard Chadwick, of the University of Nevada, has been appointed assistant profes- 
sor of economics at San Diego State College. 

W. E. Chalmers has been promoted to professor of economics and has been appointed 
acting head of the Institute of Labor and Industrial Relations, University of Illinois. 

Neil W. Chamberlain has been promoted to the rank of associate professor of eco- 
nomics at Yale University. 

Lester V. Chandler, of Amherst College, served during the summer as staff econornist 
for the Subcommittee on Monetary, Credit and Fiscal Policies of the Joint Committee on 
the Economic Report and is continuing in that capacity on a part-time basis this year. 

Robert F. Clark has retired from the Marietta College faculty, where he has been 
professor of economics and sociology since 1922. 
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Clodius was appointed lecturer in economics for the fall term at the Uni- 
California, Berkeley. 
ran has been appointed assistant professor of economics in the College of 
merce and Business Administration, University of Illinois. 
Frank G. Coolsen has been appointed assistant professor in the College of Commerce, 
ersity of Kentucky. 
m Corson has been named irstructor in economics at the University of Miami. 
‘rawford, formerly of the University of Illinois, has been appointed instructor 


¢ at the University of Florida. 
M. Cyert has been promoted to assistant professor of economics at Carnegie 


f Technology. 
ndo M. Dalisay has recently been appointed director of the department of eco- 
research and statistics, Philippine National Bank, Manila. 
- R Davis has been appointed assistant professor of marketing at the University 
f North Carolina. 
P. Dawson, Jr., of the Bureau of Labor Statistics, is serving as staff economist 
committee on Unemployment of the Joint Committee on the Economic 


son has been appointed instructor in accounting at Illinois Institute of Tech- 
izo. 
G. Dick has been appointed instructor in economics in the College of Busi- 
ness A stration of the University of Nebraska. 
Dickens has been appointed instructor in economics at Duke University. 


\. Dodd is on leave from the University of California for research work in 


S. Doody has been promoted from assistant professor to associate professor 

mics at Boston University. 

H. Dornburg has joined the staff of the School of Business Administration, Emory 
as instructor in economics. 

nce P. Dowd has been appointed instructor in economics at the University of 


as D. Drysdale is instructor in money and banking at the University of Virginia. 
\. Duffy, of the College of the Sacred Heart, Manhattanville, N.Y., has joined 
of the Graduate School of Social Science, The Catholic University of America, 

8 assistant professor of economics. 

Durward H. Dyche has resigned from the University of Texas to accept an appointment 
sociate professor of law at Wake Forest College. 

W R. Dymond, of Cornell University, has joined the staff of the department of 

nomics at Massachusetts University. 

Harry Eastman has been appointed instructor in economics at Duke University. 

Thomas J. Edwards has been appointed instructor in accounting at Louisiana State 

versity 

Wilford J. Eiteman has been promoted to the rank of professor of finance in the 

f Business Administration of the University of Michigan. 

Grover W. Ensley, formerly administrative assistant to Senator Ralph E. Flanders of 
mt, has been appointed to the staff of the Joint Committee on the Economic Report 
ociate director. 

Guy P. Evans has been appointed lecturer in accounting in the Graduate School of 
il Scieuce, The Catholic University of America. 

Elmer D. Fagan is on sabbatical leave of absence from the department of economics 

' stanford University in the current academic year. 
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Hans R. Fadum has been promoted to the rank of assistant professor of economic: 
at Yale University. 
William W. Frasure has been promoted from assistant professor to associate professor 
of accounting in the School of Business Administration, University of Pittsburgh “ 
Robert W. French has resigned from the University of Texas to become dean of the 
College of Commerce and Business Administration at Tulane University. 

Walter Froehlich has been promoted to the rank of professor of economics in the 
College of Business Administration, Marquette University. 

Joseph Fulton, of New York University, has been appointed instructor in economics at 
Michigan State College. 

George Garvy, of the Federal Reserve Bank of New York, has been appointed lecturer 
in economics at Columbia University School of General Studies. 

Jack E. Gelfand, formerly of Washington Square College of New York University, has 
accepted an assignment as instructor in economics in the School of Business Administra- 
tion, Lehigh University. 

Thomas G. Gies is an instructor in economics at the University of Michigan. 

Bela Gold has been promoted from assistant professor to associate professor of eco- 
nomics, School of Business Administration, University of Pittsburgh. 

George S. Goodell has been appointed instructor in business administration at Mar- 
quette University. 

James Goosman is an instructor in business administration at Louisiana State Univer- 
sity. 

Blaine M. Gordon has been promoted to the rank of assistant professor of economics 
at the University of Louisville. 

Myron J. Gordon has been promoted to assistant professor of economics at Carnegie 
Institute of Technology. 

Wendell C. Gordon has been promoted from assistant professor to associate professor 
of economics at the University of Texas. 

Wytze Gorter has been advanced in rank from lecturer to assistant professor of eco- 
nomics at the University of California at Los Angeles. 

Manuel Gottlieb has been appointed visiting assistant professor of economics at Colgate 
University. 

J. Paul Graham has been appointed instructor in economics and business administra- 
tion at West Virginia University. 

Howard K. Grasher has been appointed instructor in business organization and manage- 
ment in the College of Business Administration, University of Nebraska. 

Ralph Green has resigned as instructor in economics at Duke University to accept a 
position with the Federal Reserve Bank of Dallas, Texas. 

Emile Grunberg has been promoted to associate professor of economics at Carnegie In- 
stitute of Technology. 

Franz Gutmann has become lecturer emeritus in economics, University of North Caro- 
lina. 

Earle M. Halvorson is instructor in business organization and management in the Col- 
lege of Business Administration, University of Nebraska. 

Osmond L. Harline, of the University of Utah, has joined the staff of the department 
of economics, Indiana University. 

Francis L. Hauser has been appointed associate professor of real estate, Universit) 
Florida. 

Earl O. Heady has been promoted to full professorship in the department of economics 
and sociology, Iowa State College. 

M. Kenneth Henderson has been appointed graduate instructor in economics at Tults 
College. 
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fenrv has been appointed instructor in accounting at Louisiana State University. 
Hevsinger has been appointed instructor in business law at the University of 


n 


ps -ve H. Hildebrand has been promoted from assistant professor to associate pro- 
™ economics at the University of California at Los Angeles. 
Werner Z. Hirsch has been appointed instructor in economics at the University of 
rnia, Berkeley. 
Hent G. Hodges has been appointed lecturer in industria] management, University of 
is R. Hoffman has been appointed instructor in transportation, College of Business 
stration, University of Tennessee. 
Stanley E. Howard will be on leave of absence from Princeton University during the 
i- John Hunter has been appointed graduate instructor in economics at Tufts College. 
nid Hurwicz, formerly of Iowa State College, has been appointed research profes- 


f economics and mathematical statistics in the Graduate College, University of Illi- 


Stanley F. Jablonski has been promoted from associate professor to professor of ac- 
ar- inting in the School of Business Administration, University of Pittsburgh. 
Harold Jensen has joined the staff of the department of economics and sociology at 


va State College. 
Brooks K. Johnson has been named chairman of the department of economics, Uni- 
ics ersity of Miami. 
L. Johnson, formerly of Michigan State College, has joined the staff of the Uni- 
f Kentucky Bureau of Business Research. 
Webster V. Johnson, of the Bureau of Agricultural Economics, conducted a seminar on 
ind economics at the University of Virginia in the spring semester of 1948-49. 
Manley H. Jones has been appointed professorial lecturer in business management in 
the department of business and economics, Illinois Institute of Technology, Chicago. 


Myron L. Joseph has been promoted to assistant professor of economics at Carnegie 
te Institute of Technology. 
Edward E. Judy has been promoted from assistant professor to associate professor of 


in the College of Business Administration, University of Tennessee. 
Vernon Kane has been promoted to assistant professor of accounting, University of 


: bert Karp, of Princeton University, has been appointed assistant professor of 
4 economics at the University of Florida. 
sanders A. Kahn has been appointed assistant professor of real estate at the University 


x 


John W. Kennedy, of the University of North Carolina, has been appointed assistant 
rotessor of economics at the University of Florida. 

Donald L. Kemmerer has been promoted to professor of economics, College of Com- 
merce and Business Administration, University of Illinois. 


\lison Kemp has been appointed lecturer in the department of pclitical economy, Uni- 
nt versity of Toronto. 
R. P. Ketcham has been appointed instructor in economics at Michigan State College. 
George Kleiner has been promoted to associate professor of economics in the College 
{ Commerce and Business Administration, University of Illinois. 
Paul L. Kleinsorge has been promoted to professor of economics at the University of 
egon 
William H. Knowles, of Humboldt State College, has been appointed assistant professor 
! economics at Michigan State College. 
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Frank L. Kidner has been promoted to professor of economics at the University of 
California, Berkeley. 

Leonard J. Konopa is instructor in economics in the School of Business Adminis 
University of Pittsburgh. 

John Korbel has been appointed instructor in economics at Lafayette College. 


Theodore J. Kreps, on leave of absence from Stanford University, has been appointed 
staff director of the Joint Committee on the Economic Report. 


tration 


Clarence E. Kuhlman has been promoted from associate professor to professor of 
transportation and public utilities in the College of Business Administration, University of 
Tennessee. 

Carl Landauer has been on leave from the University of California, Berkeley, in the fal! 
term to lecture at the Free University of Berlin. 

Leonard A. Lecht, formerly of Columbia University, has accepted an assistant profes- 
sorship in economics at the University of Texas. 

G. E. Lent, associate professor of economics at the University of North Carolina, has 
been granted a leave of absence to serve as research associate on the staff of the National 
Bureau of Economic Research during the current year. 

Charles E. Lindblom has been promoted to the rank of associate professor of economics 
at Yale University. 

Robert G. Link has been appointed instructor in economics at Yale University. 

Madelyn Lockhart, formerly instructor in economics at Ohio State University, is now 
research associate at the University of Kentucky Bureau of Business Research. 

Santiago P. Macario, of Kansas State College, has been appointed instructor in eco 
nomics at the University of Texas. 

D. A. MacGibbon, former chairman of the Wheat Board of Canada, has been appointed 
visiting professor in the department of politcal economy, University of Toronto, for the 
current year. 

Elizabeth G. Magill has been appointed to the staff of the Joint Committee on the 
Economic Report as a research assistant. 

Jean P. Mahan has been promoted from instructor to assistant professor of economics 
at Tulane University. 

James R. Mahoney, on leave of absence from the University of Utah, is serving as 
senior analyst in the Legislative Reference Service of the Library of Congress. 

Arthur A. Mandel has been appointed lecturer in economics at the University of Cali- 
fornia at Los Angeles for the spring semester, 1950. 

L. F. Mansfield has been appointed instructor in economics at Duke University 

William R. Matthies, formerly of Southern Illinois University, has been appointed as- 
sociate professor of accounting at the University of Florida. 

Davy H. McCall has been appointed instructor in economics at Western Reserve Uni- 
versity. 

J. O. McClintic has been promoted to the rank of professor of economics at San Diego 
State College. 

J. L. McConnell has been promoted to associate professor of economics, College 0! 
Commerce and Business Administration, University of Illinois. 

Robert I. Mehr has been promoted to associate professor of economics, College o! 
Commerce and Business Administration, University of Illinois. 


SITV 


Lee J. Melton has been appointed instructor in economics at Louisiana State Unive 

Janet K. Messing has been appointed lecturer in the department of economics, Hunter 
College, for the current academic year. 

Sebatian F. Miklas, O.F.M.Cap., has been appointed lecturer in economics in the 
Graduate School of Social Science, The Catholic University of America. 
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S. Miller has been appointed professor of business organization and management 
che College of Business Administration, University of Nebraska. 
" id C. Miller has been appointed instructor in economics at the University of Cali- 
rnia at Los Angeles. 
Earl J. Miller has been named chairman of the department of economics at the Uni- 
versity of California at Los Angeles. 
William L. Miller is assistant professor of economics at Alabama Polytechnic Institute. 
Charles N. Millican is instructor in economics at the University of Florida. 


Herbert Millington has been appointed professor of marketing at the University of 


ries 


Dona 


George F. Mitch, of Pennsylvania State College, is interim assistant professor of eco- 
nomics at the University of Florida. 
M. Mitchell, assistant professor of economics at Tulane University, has accepted a 

J. D. Morgan has been promoted from assistant professor to associate professor of 
nance at the University of Kansas. 

Lloyd Morrison, of the University of North Carolina, has been appointed professor 
f accounting at Louisiana State University. 

Will S. Myers, Jr., of Wooster College, has joined the staff of the University of Ken- 
tucky Bureau of Business Research. 

Grover A. J. Noetzel has been named dean of the School of Business Administration 

the University of Miami. 

G. Warren Nutter has been appointed assistant professor of economics at Yale Uni- 


Ralph H. Oakes has been promoted to the rank of professor of marketing in the 
‘ollege of Business Administration, Marquette University. 

Guy H. Orcutt, of the International Monetary Fund, has been appointed assistant pro- 
fessor of economics at Harvard University. 

Raymond R. Orie is instructor in accounting in the School of Business Administration, 
University of Pittsburgh. 

John P. Owen, of Louisiana State University, has accepted a positon as professor of 
economics at the University of Houston. 


Donald W. Paden has been promoted to associate professor of economics, College of 
Commerce and Business Administration, University of Illinois. 
tephen S. Park has been appointed assistant professor of statistics and insurance in the 
College of Business Administration, Marquette University. 

J. W. Parsons is an instructor in business administration at Louisiana State University. 

Robert W. Patterson has been appointed instructor in rural social economics at the 
University of Virginia. 

Walter Pearce has been appointed instructor in the College of Commerce, University 
f Kentucky. 


William B. Peden has been appointed instructor in economics at the University of 


Dudley F. Pegrum, of the University of California at Los Angeles, has returned from a 
six Months’ leave in Washington and Europe spent in research study. 

Howard S. Piquet, senior specialist in international economics of the Legislative Refer- 
ence Service, Library of Congress, is visiting professor of economics at the University 
! Oregon in the fall term. 


_ A. Neal Potter is on leave from State College of Washington to serve as assistant to 
Wilson Compton, alternate U. S. delegate to the United Nations. 
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Daniel A. Preston has been appointed assistant professor of economics and commerce 
at the University of Chattanooga. 

Leonard W. Prestwich has been appointed instructor in marketing at Alabama Poly. 
technic Institute. 

Frank A. Putz has been appointed instructor in business administration at Marquette 
University. 

Jewell J. Rasmussen, on leave of absence from the University of Utah, is serving as 
consultant in the Division of Fiscal Analysis, Bureau of the Budget. 

A. N. Reid, on leave from the University of Saskatchewan, is visiting lecturer in the 
department of political economy of the University of Toronto for the 1949-50 session. 

Arthur C. Redelsheimer has been appointed instructor in economics and commerce at 
the University of Chattanooga. 

Jim E. Reese has been promoted from associate professor to professor of economics 
at the University of Oklahoma. 

William N. Renfroe has been appointed instructor in economics at the University of 
Virginia. 

William B. Ricketts has been named lecturer in marketing at the University of Miami. 

Raymond W. Ritland has been appointed instructor in economics at Tulane University 

Edwin C. Robbins, Jr., has returned to the University of Oregon as instructor in eco- 
nomics after a year’s leave of absence for study. 

David R. Roberts has been promoted to associate professor of economics at Carnegie 
Institute of Technology. 

Alan J. Robertson, of the University of Missouri, has been appointed instructor in 
economics at the University of Florida. 

Ross Robertson has been promoted from assistant professor to associate professor of 
economics in the College of Business Administration, University of Tennessee. 

Robert M. Robinson has been lecturer in economics at the University of California, 
Berkeley, in the fall term. 

N. R. Roos has been appointed instructor in accounting at Louisiana State University 

Kenneth D. Roose has been appointed assistant professor of economics at the Univer 
sity of California at Los Angeles. 

W. D. Ross has been appointed associate professor of economics at Louisiana State Uni 
versity. 

J. Everett Royer has been promoted to the rank of associate professor of accounting 
and assistant to the dean of the School of Business Administration at the University of 
Miami. 

Frederick L. Ryan has been promoted to the rank of professor of economics at San 
Diego State College. 

Richard Ruggles has been promoted to the rank of associate professor of economics at 
Yale University. 

Frank J. Sabella, formerly of the University of Pennsylvania, has been appointed as 
sistant professor of insurance at the University of Florida. 

James S. Schindler, formerly of the University of Buffalo, has been appointed assistant 
professor of accounting in the School of Business and Public Administration, Washington 
University, St. Louis. 

Wilson E. Schmidt is serving as instructor in money and banking at the University 0! 
Virginia. 

Warren C. Scoville, of the University of California at Los Angeles, has returned from 
a year’s leave spent in France where he was engaged in research study. 

Francis J. Shannon, of Wayne University, has joined the staff of the University of 
Kentucky Bureau of Business Research. 
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‘on M. Shapiro has joined the staff of the economics department of the Jewish 
ncv for Palestine as economic analyst. 
nail D. Sharpe, Jr., has been appointed instructor in economics at Brown Uni- 
Charles S. Sheldon has returned to his position as assistant professor of economics it 
iversity of Washington after serving as head of the foreign trade branch of the 
gesearch and Programs Division of SCAP in Japan. 
\Murray W. Shields has been promoted from associate professor to professor of eco- 
at the University of Florida. 
ving H. Siegel, chief economist, Veterans Administration, is on leave during the cur- 
demic year to be lecturer in political economy at Johns Hopkins University. 
\lbert J. Sievers has been appointed assistant professor and chairman of the depart- 
n accounting in the College of Business Administration, Marquette University. 
:ul B. Simpson, of Stanford University, has accepted a positon as associate professor 
nomics at the University of Oregon. 
E. Slesinger has been promoted from assistant professor to associate professor 
s in the School of Business Administration, University of Pittsburgh. 
1 M. Slocum has been appointed instructor in economics and business administra- 
it West Virginia University. 
William J. J. Smith has been promoted to assistant professor of economics at the Uni- 
versity of California at Los Angeles. 
Smith has been appointed instructor in economics at the University of 


neuven 


Warren L. 
Michigé 
erald G. Somers, formerly of the University of California, has been appointed assistant 
fessor of economics and business administration at West Virginia University. 
Richard E. Speagle has entered the service of the State of New York Banking Depart- 


nt as senior research analyst in the department of research and statistics. 
Emi! Spitzer has been appointed lecturer in economics in the Graduate School of Social 
Science, The Catholic University of America. 

Augustus W. Springer, Jr., has been appointed instructor in economics at the University 
f Virginia 

R. L. Stallings has been promoted to associate professor of accounting at the University 
f North Carolina. 

Edward F. Stauber has been appointed instructor in economics in the Graduate School 
f Social Science, The Catholic University of America. 

H. Elsworth Steele, of the University of Toledo, has been appointed associate professor 
n industrial relations and personnel management at Alabama Polytechnic Institute. 

John Stevens has been appointed instructor in business law at the University of Kansas. 
Joseph Sulkowski has been advanced to the rank of associate professor of economics 

the Graduate School of Social Science, The Catholic University of America. 

Victor V. Sweeney, formerly of the University of California, has been appointed as- 
ite professor of insurance at the University of Florida. 
Richard B. Tennant has been promoted to assistant professor of economics at Yale 
hiversity 

Carey C. Thompson has returned to the University of Texas as assistant professor of 
economics after a year’s leave of absence spent in graduate work and teaching at the 
University of North Carolina. 

Don Thompson has been appointed instructor in business law at the University of 
Kansas 

_W. S. Thomson has been appointed research associate and assistant to the director of 
the Institute of Industrial Relations, University of Toronto. 
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Gerhard Tintner, who has been on leave of absence at Cambridge University, England 
has returned to Iowa State College as professor of economics and mathematics. 
D. C. Townsend has been appointed instructor in economics at Louisiana State Univer 
sity. 

M. L. Townsend has been promoted from assistant professor to associate professor of 
business law in the College of Business Administration, University of Tennessee. 


B. F. Trimpe has been promoted from assistant professor to associate professor of 
marketing in the College of Business Administration, University of Tennessee. 


Earl K. Turner has been appointed research associate in the Bureau of Business Re- 
search, Coilege of Commerce, University of Kentucky. 

Paul M. Van Arsdell has been promoted to professor of economics in the College of 
Commerce and Business Administration, University of Illinois. 

R. H. Van Voorhis is associate professor of accounting at the University of Alabama. 

Frank R. Varon has been on leave from the University of Texas in the first semester of 
the current academic year for research study. 

P. M. Vukasin has been appointed assistant professor of economics in the College of 
Commerce and Business Administration, University of Illinois. 

Gordon S. Watkins has resigned from the University of California at Los Angeles to 
accept an appointment as provost on the Riverside campus of the University of California. 

V. Orval Watts has been appointed visiting professor of economics at Claremont Men's 
College. 

Gordon W. Wells has been promoted to assistant professor of accounting at the Uni 
versity of Miami. 

Bennett S. White, of the research division in marketing and transportation of th: 
Bureau of Agricultural Economics, is conducting a seminar in marketing and agricultural 
production at the University of Virginia. 

A. M. Whitehill is serving as acting assistant professor of economics at the University 
of North Carolina during the current academic year. 

Howard W. Wissner, formerly of Alabama Polytechnic Institute, has joined the faculty 
of Tulane University as associate professor of economics. 

Charles Wolf, Jr., is with the Division of Research for Far East, Department of State 

Louis A. Wood has retired from active duty as professor of economics at the University 
of Oregon after twenty-five years of service. 


Wilson Wright has accepted an appointment as manager of the economic research de- 
partment of Proctor and Gamble, in Cincinnati. 


Howard A. Zacur has been promoted to the rank of associate professor of accounting 
at the University of Miami. 


Herbert K. Zassenhaus has been promoted to associate professor of economics at Colgate 
University. 

Raymond J. Ziegler, of the University of Omaha, has been appointed instructor in sta- 
tistics at the University of Florida. 


Lowell C. Yoder, of the University of Arkansas, has been appointed associate professor 
of marketing at the University of Florida. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
oficers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
s central point for clearing inquiries; and the Review will publish in this section brief 
lescriptions of vacancies announced and of applications made. It is optional with 
those submitting such announcements to publish name and address or to use a key 
number. 

Communications should be addressed to: The Secretary, American Economic As- 
ciation, Northwestern University, Evanston, Illinois. 


V acancies 


Economic theory, principles and problems, history of economic thought: Applications 
are invited for the position of professor (on undergraduate level) of the mentioned 
subjects. Advanced Studies Institute in the north of Mexico. Rank and salary accord- 
qualifications. Spanish speaking absolutely required. P140 


Economists Available for Positions 


Comparative economic systems, social economics, international economic relations, 
psychological frontiers of economics: Man, 45, married, European Ph.D., American 
itizen. Numerous books and articles; extensive experience in teaching and research; 
has permanent position at well-known Eastern college; prefers position with facilities 
for graduate teaching and research. Available in summer or fall, 1950. E108 


c finance, theory, transportation and/or public utilities: Man, 39, family, Ph.D., 

D. Seven years of university teaching experience; 4 years of federal and state re- 
ind administrative experience; 2 years of business experience; 3 years abroad. 

ve list of publications; now employed by state university; desires permanent 
change of location teaching and/or engaging in research at level of professor or 
associate professor. Will consider departmental head. Available in February or June, 
1950. E234 


Business, social and industrial psychology, human relations: Man, mature age, Ph.D. 
Outstanding references; employed; desires advancement. Available on short notice. 
E245 


International economics, principles of economics, money and banking, national in- 
come, public finance, business law: Man, 40, Ph.D., University of Frankfurt (Main) ; 
U. S. citizen. Eight years of experience as economist with U. S. government agencies 
and with leading private economic research organization; now teaching at Eastern 
college E255 


International economics, theory, public finance, monetary economics: Man, 36, mar- 
ried, Ph.D., Ohio State University. Four years of college teaching; publications; 
academic honors; statistical and journalistic experience. Now assistant professor at 
state university in Far West; desires teaching and/or research position at Midwestern 
rt Eastern location. E263 


Accounting, auditing, corporation finance, foreign trade, industrial organization, 
German: Man, 45, LL.D.; now assistant professor at Phillips University, Enid, Okla- 
homa; seeks post as visiting lecturer for summer session, 1950. E277 


Statistics, economic and business research, money and banking, labor economics: Man, 
‘5, married, Ph.D. Eighteen years of experience in teaching, research, and business; 
publications; academic honors. Now faculty member at Midwestern university. 
ow res professional advancement or administrative position. Available in September, 

49. E298 


Accounting, economics, money and banking, advanced cost, analysis of financial state- 
ments, history of economic thought: Man, 50, Ph.D., M.B.A., American citizen. Ad- 
ministrative experience in executive positions with largest world concerns; consular 
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experience. At present connected with large Midwestern university. Seeks professorhi 
or associate professorship. E300 


Foreign trade, localization, economic policy: Man, 48, Austrian, at present visitin 
professor at a Western university (permanent permit for America). Original a 
tributions to theory (price and foreign trade) and policy (interventionist technique) - 
international teaching experience (Austria, Low Countries, professorial status at 
Oxford, head of departmentship at a leading Oriental university); 15 surveys, 8 
publications and many periodical articles; high degrees. Allied government economic 
adviser and international expert; diplomatic and currency-banking experience: 
personality. Prefers post where postgraduate research direction is possible. £303 


Business administration, business law, organization and finance, personnel manage. 
ment, insurance, real estate, the marketing group, economics: Man, married. Exien. 
sive teaching and administrative experience as department chairman and as head of 
school of business and economics of state university. F306 


Economic principles, economic thought, economic history of Europe and United 
States, labor problems and history, comparative economic systems, public finance: 
Man, Ph.D. Eighteen years of successful experience; now employed. Desires position 
in state college or university; Southern or Western location preferred. E310 


Principles of economics, development of economic thought, principles and practices 
of international trade, world economic problems, comparative economic systems, in- 
troduction to business, advanced courses in international trade and business admin- 
istration: Man, 30, married, B.S. cum laude, M.A., New York University, 3 courses 
towards Ph.D. One and a half years of college teaching experience. Available for 
spring term, 1950. Harry Shaffer, Box 528, Athens, W.Va. 


Urban land economics, city and regional planning, location of industry, housing: Man, 
married, 42, completion doctoral dissertation. Eight years of experience in real estate 
business and city planning; 2 years of economic research; excellent references; pub- 
lished articles. Available immediately. E312 


Mathematical economics, mathematical or applied statistics, advanced economic the- 
ory, business cycle theory: Man, 29, single, B.A., working toward Ph.D.; 2 years of 
postgraduate work in mathematics and physics; 2 years a postgraduate work in eco- 
nomics. Two years of teaching experience on college level; present position pays 
$4,000 but more interested in position than salary. Desires position in South or 
Southwestern United States. E313 


Economic principles, money and banking, business cycles, public finance, govern- 
ment regulation of business: Man, 28, Ph.D., Harvard. Four years of experience in 
government and banking, both in the United States and overseas; several publications; 
excellent references. At present at Harvard Law School. Seeks position during the 
1950 summer vacation, June-September. E314 


Government control of business in North America and Europe, comparative history 
of labor movement, social security, history of social thought, economic history of 
Europe, foreign business law: Man, 44, married, M.Ec., M.Pol.Sc., LL.D. European 
trained social scientist; director of research; 10 years of teaching experience in French 
and North American universities. Desires research and/or teaching position, prefer- 
ably at postgraduate level. Available in summer or September, 1950. E315 


Money and banking, economic theory, public finance, labor economics, accounting, 
business organization, history of economic thought, economic geography human rela- 
tions, law and business: Man, 27, married, M.A., working on Ph.D. thesis. Four 
years of successful teaching at small Eastern college; 3 years as head of department; 
academic honors; army administrative experience; now assistant professor. Seeks 
comparable rank or advancement. Available in June, 1950. E316 


Production, consumption, capital, labor, value, price, formation and distribution of 
social income, history of economic thought, business administration, money, creati, 
business cycles: Man, 44, Ph.D. Writer of more than ten scientific research works 
and essays, with more than 15 years of university teaching experience. Wishes posi- 
tion in economics. E317 


or Courtesy Too 


he man who comes to install or 
ur telephone brings something 
to your home than equipment, 


ind efficiency. 


gs courtesy and consideration 
;cnuine desire to please. 
its your home and the things 
carefully as though they were 


HE BRINGS AN ARMFUL 


BELL TELEPHONE SYSTEM 


his own—cleans up and puts everything 
back in place when he’s finished. 


He brings along the realization that 
he is the representative of thousands of 
telephone men and women you may 
never see—all working together to 
give you friendly, constantly improving 
telephone service at reasonable cost. 
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Forthcoming texts... 


LIFE INSURANCE 


FOURTH EDITION 
By S. S. Huebner, Ph.D., Sc.D. 


Professor of Insurance and Commerce, Wharton School of Finance 
and Commerce, University of Pennsylvania; President of The Ameri- 
can College of Life Underwriters; Chairman, Board of Trustees, The 
American Institute for Property and Liability Underwriters, Inc. 
The new edition of this widely-used text represents a full 
revision of the previous edition, bringing it up to date in 
the light of the most recent changes in law and usage. It 
presents in a compact manner the principles and practices 
which are necessary to a comprehensive understanding of life 
insurance. The revision includes: a new chapter on ''Govern- 
ment Life Insurance and Old Age Benefits"; a rewriting of 
about one-half the chapters; and the use of the C.S.O. Mortal- 
ity Table and the 1937 Standard Annuity Mortality Table. 


Ready in March Large 8vo, about 640 pages 


ESTATES AND TRUSTS 


By Gilbert T. Stephenson 


This new text, offering reliable and objective information 
based on the author's wide experience in the field, is intended 
for use in college courses on Estates, Trusts, Wills, Estates Plan- 
ning, and the like. The technical and professional aspects of 
the subject have been omitted in favor of those factors which 
students will find of more immediate importance and practi- 
cal interest. The text is designed to be of special value for 
courses offered by the American College of Life Underwriters. 


Large 8vo, about 438 pages 


APPLETON-CENTURY-CROFTS, Inc. 
35 West 32nd Street New York I, New York 
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AN INTRODUCTION TO BUSINESS 


PRINCIPLES AND PRACTICES 
JoHN R. CraF, University of Louisville 


A realistic and practical text for the first course 
in business, providing an overall picture of 
business institutions, their organization, opera- 
tion, and practices. An instructor's manual will 
be ready shortly. 


Just Published $4.50 


EFFECTIVE SELLING 


oRGE E, BREEN, Western Reserve University 
RALPH B. THOMPSON, University of Texas 


Harry WEST, Swift and Co., Cleveland 


A text on salesmanship designed specifically for 
college students. It covers not only principles 
and methods of salesmanship, but also every- 
thing the student needs to know to find a place 
in the selling field. Forty sales problems are 
provided, taken from actual situations. 


Ready in January $3.00 


PROBLEMS IN PERSONNEL 
ADMINISTRATION 


RICHARD C. CALHOON, University of North Carolina 


HARPER 
& BROTHERS 
PUBLISHERS 
49 East 33d St. 
New York 16 


N.Y. 
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An important new text for courses in personnel 
principles or administration, which emphasizes 
problem analysis, problem handling, and actual 
administration of personnel functions. An ex- 
tensive section of exercises and problems is 
provided for each chapter. 


Just Published $4.00 


AMERICAN SOCIAL INSURANCE 


DOMENICO GAGLIARDO, University of Kansas 


One of the first full-length descriptions of 
American social insurance. It covers the prob- 
lems of old age, unemployment, and occupa- 
tional and non-occupational disability, present- 
ing fully the provisions and summary data on 
the operation of existing programs against 
these hazards. 


Recently Published $5.00 
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Price Economics 


Robert B. OR USE IN intermediate courses in economic 
Pettengill, Piteon This college textbook centers attention 
University of - upon individual prices and quantities of goods 

Southern and services. Prices are treated broadly and thoroughly, 
California. explaining how they affect and are affected by supply 
and demand in a free-enterprise system. Each chapter asks 
and answers a specific series of questions about prices. 
Every concept necessary to an understanding of the dis- 
cussion is defined, and words are used in their most 
popular connotations whenever possible. 


483 pp., $4.50 


Corporate Finance 
and Regulation 


Chelcie C. [Praresan A BROAD and balanced view of the 


Bosland, American corporation as it exists today in an en- 

Brown vironment strongly colored by government regu- 
University. lation. The corporation is approached here as an organi- 
zation whose policies and operations reach beyond the 
private sphere and are of great public concern. Major em- 
phasis is placed upon the financial practices of corpora- 
tions as individual business enterprises engaged in the 
pursuit of private profit. Designed for a one-semester col- 
lege course. 


Statistical Facts on Mortality 
Length of Life 


A Study of the Life Table 
Louis I. Dublin, [et AND INTERPRETS the progress made 


529 pp., $4.25 


Alfred Lotka, in health and longevity from earliest times. Em- 
Mortimer ' phasizes the social and scientific influences that 
Spiegelman, brought this about, and focuses attention on un- 
Metropolitan derlying forces to give a broad view of the subject. The 
facilities of one of the outstanding statistical offices in 
the insurance business are used to analyze the contribu- 
tions in vital statistics, public health, and medical sci- 
379 pp-, $7.00 ence, as they bear on longevity. Revised Edition. 


Life Insurance 
Com pany. 


RONALD PRESS COMPANY 


[S East 26th Street, New York 10, N. Y 


Please mention Tur American Economic Review When Writing to Advertisers 


| 


4 


| 

| 


~ 
> 
. 
- 
= 


¢ 
4 
4 
] 
4 
Y 
4 
, 
| 
| 
i} 


A 

> 
« 
’ 


4 
| 


> 
H 
i 
4 
- 
3 | 


